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FOREWORD 


F rom 1939 to 1945, the work of the Institute of Statistics centred 
mainly on the study of economic problems wliich were directly 
or indirectly connected with the war. The mobdization of man- 
ower, the concentration of non-essential industries, the various 
techniques of economic control, the development of appropriate 
financial policies, the effects of the war on the welfare of different 
social classes — these were among the subjects which were periodically 
.nvestigated. The results of most of the investigations were 
published, at the time, in the Institute’s Bulletin; but the circulation 
of the Bulletin was necessarily limited and back numbers have 
long since been out of print. 

As examples in the appUcation of modem economic theory to 
nitcmporary problems, much of this work seemed to be of 
ifficient general interest to justify re-publication m a readily acces- 
IJe form. Moreover, many of the problems connected with the 
esent period of reconstruction, of wliich the world shortages of 
^ .sic raw materials and foodstuffs arc only tlic most obvious 
xamples, are in some respects very similar to the problems wliich 
lad to be tackled during the war; many of the changes which were 
brought about by the war may also be expected to have long-lasting 
effects on the national economy. A study of war-time experience 
may, therefore, be able to throw valuable light on some of our 
present-day problems. Accordingly, a selection has been made 
from articles which were prepared by members of the Institute 
on problems of war economics and these are now repubhshed in 
the present volume. 

In die rapidly changing circumstances of the war, it was fi^cquently 
necessary to deal, at short notice, with urgent problems as they 
arose, and it was not generally possible — nor did it seem desirable — 
to ptesent the implications of every argument with the fiiUness 
and rigour which would be appropriate m more leisured circum- 
stances. Some of the articles arc thus very topical in character but 
the attempt was made to consider the general principles involved in 
each particular problem, and its bearing on the system as a whole. 
No attempt has been made to cover all the problems of a war 
economy, or to link the different articles togctlicr. 

War-time research was, of course, severely handicapped by the 
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feet dbat publication of a great many statistics was discontin 
Tbere was a notable advance, on the other hand, in the prepars 
of offidal estimates of the national income and expenditure, v? 
were published in successive White Papers. The available fig 
on these and other subjects were naturally subject to continu 
and sometimes quite substantial, revision; and, since the end ol 
war, a great deal of new information has become available. ’ 

In those cases where the conclusions arc materially afiected 
where the substitution could be easily made, the articles inch 
in this volume have been revised, on the basis of the most re 
data available at the time of going to print. In other cases, it die 
seem necessary to make changes in detad winch would not a 
the general outline. Various minor changes have also been in 
duced into the text of some of the articles; except in regard to 
work of Mr. Kalecki, who was absent from me country, t 
changes have all been made by the respective authors. In a 
cases, where direct information was lacking and figures there 
had to be estimated by indirect methods, the articles have beer 
in their original form, partly in order to illustrate the use of s| 
deal methods which circumstances made necessary. By the 1 
this book is published, new figures will probably again have bec< 
available; but, on matters of this kind, we can only ask fo^ 
reader’s indulgence. 

Acknowledgements arc due to the Editors of Economica, » 
Review of Economic Studies, The Banker, and Oxford Economic Pc 
for kindly granting permission to republish articles which 
appeared in these journals. 

It is necessary to add, finally, that the ideas and recommendat 
put forward are those of the respective authors, and not ncress^ 
those of the bistitute of Statistics or of the Editor of the Bulletin.' 


July, 1946. 
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STUDIES IN WAR ECONOMICS 

I. ECONOMIC MOBILIZATION AND 
GENERAL CONTROLS 

THE CONTROLS AND WAR FINANCE^ 

Rb^riktld ifiOM Oxford Economic Papers by the Courtesy of the Editors 
by Ian Bowen and G, D. N. Worswick 

I F war has completely silenced the voice of the theoretical economist, 
it has brought the problems of practical economics nearer home. 
The nian in the street is once more familiar with terms such as in- 
flation, vicious spirals, rationhig, and forced savings. The realities 
of the problems of allocating scarce supplies seem, moreover, to be 
easier in principle to grapple with intellectually than the problems of 
unemployment, of ‘plenty’, of advancing technique that paradoxi- 
cally haunted mankind in the nightmare days of peace. 

The problems of war economics arc indeed not difficult to state. 
Firs^jJs the problem of organizing the full employment of all available 
national resources. Secondly, some criterion — not necessarily 
economic — ^has to be used in deciding the allocation of resources to 
various outputs. Thirdly, this criterion lias tqjbe applied in such a 
way that the output as a wdiole is suitably complementary — ^it is 
not enough merely to establish priorities; it is also necessary to see 
that tanks are not made without guns, aeroplanes without scientific 
instruments, and so on. Finally, there is the problem of financial and 
price policy which in war-time is used as an indirect means of attaining 
the rapid transfer of real resources to the war effort; finance is only 
one, and not necessarily the most important, of the methods to be 
used for this purpose. 

Finance in war-time is thrust down into its proper place as hand- 

^ This article, written in JutJc, 1940, and publijJied in Oxford Economic Papers^ No. 4, is 
reprinted without any amendment of Hibstance. 

The appendix of this article has been omitted, except for a brief excerpt which has here 
been incorporated in the text. 

See also a further article on Raw Material Controls in Oxford Economic Papers^ No. 6. 
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maiden to the real economic policies of the country; hut even in 
war-time an ill-designed financial policy may hamper in some degree 
the efforts at solving the pressing economic problems of scarcity. 
If too much money is allowed to reach the pockets of die spending 
public — too much, that is, relative to the total consumption and 
investment goods which the War-Plan has allocated for private 
purchase in the period concerned — then there will be either a rise 
of prices or, worse still, an upsetting of die War-Plan, and the 
diversion of much-needed economic effort to satisfying private 
, demands. 

The part played by the raw material Controls in the finance of the 
war might easily be viewed as threefold: they can be used to cut 
down private investment to a minimum (the teclinique for this is 
simply to refuse licences for raw materials to any one who cannot 
produce a contract reference from a Government Department); the 
Controls can also be used as an indirect means of ‘rationing' private 
consumption — but the word rationing here tends in practice to mean 
‘limiting the total supply available for* ; and tlurdly, the Controls 
are a handy instrument for regulating raw materials prices. 

The purpose of the Controls may be stated quite generally; in 
war-time, when the national effort ought to be at its most intense, 
and when the use of material and man-power must put a strain on all 
j^vailable resources, real private investment and consumption must 
be cut down, so that the maximum proportion of our limited 
resources may be devoted to the war. There would be a scarcity of 
resources in relation to the national effort just as much if the country 
were self-supporting as if she were trading overseas. The special 
difficulty of shipping-space for certain — indeed, for all — of our vital 
imports is only an acute example of an ever-present difficulty; the 
scarcity is due not to our being an island — though that exacerbates 
it in certain directions — ^but to our limited man-power and limited 
purchasing-power. 

3^he Timber, the Non-ferrous Metal, and the Iron and Steel 
Controls furnish ready examples of the effect on private real invest- 
ment of the Controls' activities, and wliile timber is scarce chiefly 
in terms of sliipping-space, and iron and steel in terms of plant and 
labour (and also, of course, shipping-space), non-ferrous metals fall 
somewhere between the two. The financial ban on new issues and on 
capital issues by local authorities^ stopped virtually all new civil 

^ S. R. & O., 1939, No. 1620, dated November 23rd, p. 11. 
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building’*^ Under section 6, sub-section (5) of the Finance Regula- 
tion® referred to, even mortgages, whether legal or equitable, were 
brought under the general treasury ban if issued by any local authority 
or by any person carrying on a business other than banking. These 
stringent and effective regulations were subject to a fierce attack in 
the press by architects and others interested in building, but the 
assault was resisted largely on the plea tlut the suspension of civil 
building activity was dictated by the shortage of the essential raw 
material, timber.® 

All other building materials were in relatively plentiful supply, but 
60 per cent of our normal imports of timber were cut off in the early 
months of the war (in terms of value). Under Order 5 of the Timber 
Control (dated September 30, 1939) it was decreed that no person 
should consume timber without a licence from the Minister of 
Supply, exemptions being granted only for very small quantities. 
The financial regulations, strict as they were, left open the possibility 
of individuals or firms with liquid resources embarking on new 
building; the Timber Control, by Orders No. i and 5 (dated Septem- 
ber 1st and 36th), effectively blocked this and other loop-holes, 
although no doubt private finance has been responsible for such civil 
building as has escaped the double mesh. The ‘rationing’ imposed 
by the Timber Control has been strictly of the type of limiting the 
total amount released for civilian building purposes; this at least has 
been the general effect of the scheme, although its purpose has perhaps 
not been clearly realized in responsible quarters. 

It is difficult, for instance, to fit into the general picture of the 
scheme the statement of Mr. Burgin to the Timber Trades Associa- 
tion. He said'* that the ‘nation^ stocks bought by the Timber 
Controller would shortly be distributed. This, he assumed, would 
be done equitably on a quota basis havmg regard to past turnover 
and stocks.’ But what significance have past turnover and stocks? 
Some firms may be well placed to do civilian work and hopelessly 
equipped for the receipt of a Government contract. Why should 
their past and peace-time activity be the test of their present capacity ? 
It is fairly safe to conjecture that Mr. Burgin had in mind ‘past turn- 
over and stocks’ as a rough basis for a ‘fair’ distribution of supplies, 

* Letter to The Times, December 29, 1939, fromE. Stanley Hall, President of the R.LB.A., 

* S. R. O & O.. 1939, No. 1620. 

* Hansard, April 4, 1940, Col. Llewellin: ‘So far as the Ministry of Supply is concerned no 
ban has been placed on avil building, except in so far as arises out of the inability to release . . . 
more than a hinited quantity of certain matcnals used in building which arc in short supply/ 

* Fmandal Times, April 13, 1940. 
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v%hicli would mitigate the cxiticisms of bias and fevouritism so often 
; levelled against the Controls. But the desire to preserve the status 
MO ante helium may have influenced him, as it appears to have in- 
fluenced so many administrators who were at heart opposed to a 
thorough-going plaiming in war conditions.^ 

The Iron and Steel Control presents the same picture of a 
clear purpose, in the main achieved, but partly yielding to the 
prejudice in favour of the principle of business as usual. In this 
industry there is little doubt that important persons in charge of die 
Control were at first inspired by the belief that ‘Great Britain could 
produce as much iron and steel as she wants’. Overtime, increased 
numbers of employees, the bringing into production of idle furnaces, 
the building of new ones would, it was sometimes argued, result in 
an output at least equal to the armaments and civilian demands of 
1939-40- With this strange view prevailing in high quarters it was 
not surprising that the Ministry of Supply, the Air Ministry, and the 
Admiralty (and the Home Departments) placed orders the satisfying 
of which would require an iron and steel consumption far in excess 
of the output capacity of the industry in this country. Thus, for the 
first seven months of the war orders were placed mainly by the Service 
departments with apparent disregard of total capacity, and the Iron 
and Steel Control confined its activities to orders that ‘priorities’ 
should in general be observed without noting that the demands of 
the first priorities were by themselves in excess of possible supply. 

It was, indeed, the practice of prudent steel-consuming firms to 
quote Government contract numbers when ordefring their require- 
ments as evidence of how high up in the priority hst their needs came, 
but there was no mechanism to ensure that the total amoimt of iron 
and steel ordered in a period should bear a strict relation to the supply 
available. It was thus inevitable that while order-books stayed filled, 
deliveries should fall into arrears. 

Tlie restriction on civil use of iron and steel is, and has been since 
the beginning of the war, almost absolute; but it was a result only in 
a confused way of dchberate planning. The Iron and Steel Control 
Orders gave early in the war a list of priorities in which civilian needs 
were given a very low place; but the effective prohibition of the use 
of iron and steel for other than direct military or Government needs 

* Or cf. The Times, April 17, 1940: ^Members of the (shipbuilding) indus^ have derived 
some encouragement from the statement of Mr, R. S. Hudson, the new Minister of Shipping 
. , . that he was giving “the very difficult question of the sliipbroking industry” hif personal 
attention.* 



The Controls and War Finance 5 

came from die fact that the military departments — prudently in a 
sense — over-ordered and dius filled up the available capacity. 

On April 4th a complete scheme for the distribution of steel was 
announced in the form of Control of Iron and Steel (No. 8) Order 
The aim is to allocate every ton of steel to the best possible use and 
the Order is one of considerable complexity. The main outline is as 
follows: 

The chief usen of the main types of steel, which are listed in the 
Order, are grouped under twenty-six ‘Departments’. Many of these 
‘Departments’ correspond to actual Government departments, for 
example. Home Office, Air Ministry, and so on, but there are also 
some which have no such counterpart, for example, Electricity 
Commissioners. Finally, some Government departments cover two 
or more such ‘Departments’; for example. Board of Trade (i), (a), 
(3), (4), and (5) are ‘Departments’. The year is divided into four 
quarterly periods numbered I, II, III, and IV. Each ‘Department’ 
presents to the Joint Production and Materials Priority Sub-Com- 
mittee its estimated requirements of finished steel in each period, 
and tlicse estimates are related by the Sub-Committee, in conjunction 
with the Iron and Steel Control, to the total estimated capacity of the 
steel industry in tliat period. Allocations are dien made to each 
‘Department’ of ‘global tonnages’ of each type of steel required by it, 
and each ‘Department’ proceeds to allocate its tonnage among its 
main contractors and they among their sub-contractors.* In the case 
of building programmes of departments the Joint Production and 
Materials Priority Sub-Committee mak(^s a special allocation to the 
Works and Building Priority Sub-Committee, who in turn allocate 
the tonnage among the various ‘Departments’, but each ‘Department’ 
will have the administration of its own quota in this connection. 

In the case of contracts not placed by or for a ‘Department’ no 
licence is required under tlie scheme, but the purchase of the steel 
required for the contract must be approved, and in effect placed by 
one of the twenty-six ‘Departments’ named by the Order for that 
purpose. This rather obsctuc clause covers contracts for the delivery 
of steel for A.R.P., Schools, Health Services, Northern Ireland public 
services, railways, and agricultural machinery. 

^ S. R. & O., 1940, No* 496. The official droilar from the Controller to Producers 
said: ‘The Ministry of Supply felt it desirable that die requirements of Government Depart- 
ments and Services . . . should be brought within die estimated capacity of the Industry 
to deliver. . . 

* The allocations for certain steel users seem to be based upon the consumption for the 
corresponding quarter of 1939* 
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The new scheme is mainly intended to save from the allegedly 
rapacious maw of the Services some supplies for civil departments 
and for Board of Trade reservations for exports, or for the replace- 
ment of parts in factories privately or publicly owned; new civil 
investment involving the use of iron and steel is necessarily barred 
by the refusal which the Board of Trade would give to any request 
for a licence for such purpose. A survey in Birmingham^ revealed 
that there was little question of leakage into undesirable civil invest- 
ment; no maker of stoves or baths or piping— of any class of goods 
that might be for private or Government use — could obtain material 
to fulfil an order (or to replace his stocks) unless he was able to quote 
to the supplier a Government contract number. From the manu- 
facturer's point of view this has been the situation since the beginning 
of the war. 

The smaller engineering firms are engaged almost lOO per cent on 
war work, direct or indirect. Those whose products are not as much 
in demand by Government departments as by civilians, and who 
caimot turn their plant and skill to a new type of output, are being 
rapidly forced out of business; but it is a minority of them that are 
in tliis doubly unfortunate position. Most of them are either selling 
a product that is needed by die Government or arc able to switch 
over their output quickly. The problem of diverting resources from 
civil to military (or Government) purposes is thus not so insoluble 
as might be thought in this trade; it presents much less difficulty than 
the problem presented, for instance, by surplus building labour. 
Engineers (especially in the small, individually highly skilled firms) 
are singularly adaptable although they arc specialists; and the main 
problem in these trades is that of correct technical co-ordination 
rather than of adapting or absorbing resources. 

Rationing of iron and steel to the engineering trades has inevitably, 
.under the official schemes, devolved in practice partly upon the iron 
and steel manufacturers themselves. Since over-ordering was rife — 
and even now arrears so caused have not been worked off—the iron 
and steel manufacturers found the responsibility of deciding which 
consumers should finally receive their output devolving upon their 
own heads, and they naturally followed the principle of trying to 
satisfy as many of their old, or good, customers as they could; they 
even might have to decide from time to time whether an Air Ministry, 

^ A survey undertaken in the Spring of 1940 by the authors of this article of the effects of 
the Iron and Steel Control Orders on a representative sample of Birmingham engineering 
firms. 
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say, or an Admiralty contract should have prefcedcncc when imme- 
di^e dehvery was required. 

That section of the Non-ferrous Metals Control that covers copper, 
lead, and zinc was forced to adopt a complete Hcensing system from 
the beginning of the war; die metals concerned were in too scarce a 
supply, coming mainly, in the case of copper and lead, from the 
overseas Empire, and necessary for the French as well as our own 
war industries, to allow for trifling with their allocation. From 
Control Order No. i (dated September i, 1939)^ all transactions in 
these metals were subject to the Ministry of Supply’s approval and 
licence. 

In non-ferrous metals, however, as in the case of timber, a kindly 
regard for the vested interests in the industry seems to have obscured 
the clear lines of policy that might otherwise have emerged. The 
immediate effect of the Control Orders was the closing of the London 
Metal Exchange, since middlemen and middlemen’s profits were no 
longer required as all consumers could buy direct from the Ministry 
of Supply; the merchants of the Metal Exchange protested loudly, 
and to some extent effectively, for by Control Order No. 5 (dated 
December 16, 1939)* additions to maximum prices were allowed m 
certain circumstances ‘in accordance with trade usage’ ; and repre- 
sentatives of the Metal Exchange were appointed to the Advisory 
Committee of the Control. 

It is, however, fairly safe to assert tliat this compromise with the 
status quo principle affected price policy — ^if it affected policy at all — 
rather than rationing policy. The rationing policy of the Non- 
ferrous Metals Control has successfully diverted all supplies to firms 
working on Government orders or for the export trade. In the 
Birmingham survey it appeared diat die Non-ferrous Metals Control 
was well organized, and business-like in its dcahng even with small 
firms, in contrast with the delays sometimes met with among the 
other Controls. There was Httle sign among the Birmingham trades 
of a serious leakage to non-ferrous production for the civihan home 
market. 

Controls and the distribution of raw material 

Private consumption and private investment have undoubtedly 
been reduced at the ‘production end’ of the economic system by the 
action of the Controls. It remains to consider whether their rationing 
and distribution policy has been equally successful, and whether their 

‘ S. R. & O., 1939, No. 997. • S. R. & O., 1939, No. 1812. 
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poEc^.in relation to prices lias represented a happy compromise ^ 
Detw«»i laissez fake and complete control. 

Rationing has varied considerably in scope and in purpose from one 
Control to another. Iron and steel are subject to restriction to the 
‘global’ tonnages allotted to each department. Wool has been 
rationed for ci^ian purposes from November i, 1939, the amount 
of an individual firm’s civilian ration being controlled by a series 
of committees and a presiding council. Paper has been cut down 
since Feb. 12th, 1940, to 60 per cent of pre-war requirements; this 
percentage has since been reduced farther, and individual firms may 
receive only 30 per cent of their pre-war supplies. Cotton, rayon, 
and linen piece goods are rationed at the wholesale stage, sales being 
restricted to 75 per cent of pre-war production; in the case of hnen 
alone the cut has been to 25 per cent. 

Thus materials have sometimes been ‘rationed’ at the source, 
sometimes at a later stage. In some cases an attempt has been made 
to see that the allocation as between civilian firms should be equitable ; 
in others, such as cotton, much power has been placed in the hands 
of wholesalers on whom tlie fin^ allocation really devolves. 

The allocation of raw materials in ‘suitable’ or ‘correct’ degrees 
of complementarity is difficult to assess; clearly the problem arises 
in its most acute form as a matter to be decided by the Ministry of’ * 
Shipping. For unless shipping space is assigned appropriately as 
between one material and anoSier, nothing that the Controls do at 
home can remedy the situation. Nor can the success of the Controls 
in releasing raw materials for civilian purposes be estimated solely 
in terms of correct complementarity, since, when the needs of the 
Forces have been provided for, it may well be that the residual 
y materials do not dovetail with any easily foreseen precision. 

It is well known tliat some firms have been held up for lack of, or 
delay in, the provision of one or otlier of the vital materials. Despite ■ 
the general clauses in most of the Control Orders providing for 
emergency demands, it has often happened that a firm having dealings 
with several Controls found an essential material especially difficult 
to obtain, even though it needed only a small quantity. A cutting- 
tool might need repair, but the hard steel, although in plentiful supply 
near by, might not be obtainable by the firm without a Government 
permit; the permit would be written for; days later permit forms 
would arrive; they would be filled up and dispatched by return of 
post; a week later the permit itself might arrive. Meanwhile the 
cutting-tool, the machinery, and tlie arms output would be at a 
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staaidstili.^ Such Relays as these are to be regarded, not as isolattcd ^ 
incidents, but as examples of the fidlure of Government machinery 
to kc?p pace with a special problem — ^the issue of small quantities of 
scarce materials to vital strategic points in the industrial system. 

It should perhaps be pointed out that while there is a local organiza- 
tion of the Ministry of Supply to deal with the contract-placing side 
of the Ministry’s business,® the corresponding organization for the 
Controls does not seem to be so complete. These arc all ‘centralized’ , 

— ^if that term is not abused in describing Controls scattered over the 
country — ^and redress for delays is difficult to obtain. 

Price policy of the Controls 

The history of the Controls m the first nine months of the war 
does not suggest that a consistent price pohey has been followed, or 
perhaps contemplated; this is a statement of fact and not necessarily 
a criticism, since a planned economy could hardly be introduced 
overnight. Raw material costs form a varying and usually relatively 
small percentage of the total costs of finished commodities; a rise in 
raw material costs is nevertheless not a negligible factor in the general 
movements towards higher prices. The policy of fixing raw material 
prices should therefore be fitted into the general financial plan of 
the Government, and must bear some relation to its monetary policy. 

Freight costs of the neutral, and in less degree of the British, 
mercantile marine of course rose enormously during the period under 
consideration. The Controls, had they wishedto stabiUze raw material 
prices, would have had to accept or to subsidize a rising loss on the 
materials that they handled or controlled; their policy in general 
was to permit prices to follow the change in costs, but the Controls 
differed from each other in the degree to which they allowed this rise 
to act as a lever of rising commodity prices. The Iron and Steel 
Control followed the poucy of raising the prices of finished and 
unfinished steel in due relation to each other. The Wool Control, on 
the other hand, kept the price of raw wool stable firom the middle of 
October imtil the beginning of March, but allowed yam prices to 
rise steadily. The Cotton Control left the price of raw cotton to the 
mercy of speculators, but finally agreed in January, 1940, to fix the 
‘spinners’ margins’. The Jute Control, after the furst three weeks of 
the war, made no attempt to fix prices. 

* Some instances of this kind were quoted to tis m our survey m Birmingham. 

• But the Admiralty and the Air Ministry place contracts separately, and sometimes in 
keen competition with the Ministry of Supply. 

B 
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Prices and a planned economy 

A war economy is necessarily plaimed. How great a degree of 
planning is required is a problem that opens up a wide field of dis- 
cussion; it is apparent, for instance, that any complete price pohey 
would have to be discussed in connection with wages policy, and 
with the question of how far the powers of industrial conscrip- 
tion should be used. It is indeed one of die main conclusions emerging 
firom any study of the Controls that partial price control is totally 
inadequate to solve, or even to help solve, the financial problems of 
the war. It is clear that in so far as wages and employment have been 
uncontrolled, then the rise of commodity prices must have tended 
to results that have been inflationary; and there is a strong case to be 
made for more rigid stabilization. 

In a planned economy the State may either fix the level of costs 
by decree, or allow costs to have an ‘objective’ meaning. Under the 
former system costs arc purely fiat costs, and the amount of produc- 
tion of all goods has to be determined by the State; under the second 
system, even though productive resources may be under State control 
or ownership, prices still have to be fixed so that on the one hand 
supply is forthcoming and on the other no surpluses of commodities 
occur. Under one version of the first system prices might be allowed 
to find their own level, but profits or losses made by the various 
industrial trusts under Government control would not be used as a 
guide to future output; there would be fiat production as well as fiat 
costs, and the criterion of consumer’s demand as a guide to output 
would be wholly rejected. Under the second system the State, if it 
were not content with the distribution of incomes, could effect 
redistribution by taxation and direct or indirect ‘transfer’ payments 
to the poorer members of the community, but costs would neverthe- 
less have an ‘economic’ meaning (be equal to some estimate of the 
marginal product), even though they were not the sole determinants 
of final distribution. 

The degree of control that can be exercised in die immediate 
future is likely to be nearer the second of these theoretical systems 
than the first, aldiough later it may approach more nearly to the 
first. But whether or not cost is to have some economic meaning, if 
the war plan is to be fulfilled, some stability of costs is essential. No 
system of Government auditing yet devised is likely to be able to keep 
the prices charged by private enterprise under control if the entre- 
preneurs have the constant excuse to offer that all their costs are rising. 

For diis reason the pohey of fixing the costs of raw materials for 
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a considerable period ahead might well prove t© be fruitful. Before 
the war most of the important raw materials of the world had their 
prices fixed by international cartel agreements; during the war the 
Government is the agent most suited to carry out the task of stabiliza- 
tion. This means the acceptance of some financial losses on the 
account of the Controls, but the rise in the cost of the final com- 
modities sold to the Government would be correspondingly reduced. 
The losses on ‘fiat costs’ would be book-keeping losses. 

How could this policy be carried out? It may be safely asserted 
diat the Wool Control has hitherto evolved the simplest mechanism 
— even if it has not pursued necessarily the ideal policy — ^by pur- 
chasing the entire stock of the raw material that it has to deal with. 
The question arises whether, in principle, the Controls, if they 
become the sole buyers in all cases, should charge one, two, or more 
discriminating prices on resale. This question can only be answered 
in conjunction with a discussion of the general finance of the war; 
some specific conclusions may, however, be listed. 

Prerequisites of a successful policy 

The buying of all raw material by the Government is one essential 
step that might be taken. Whctl)er requisitioning, ‘fiat’ prices, and 
rationing were to be introduced, or some less drastic variant of a 
planned economy, a successful policy requires a .stricter attention to 
the objectives of Control than has yet been achieved. Not only must 
the objectives be understood by officials ; they need also to be explained 
to business men. The need for pubheity on behalf of the Controls 
became apparent on our industrial survey; business men frequently 
claimed that they did not understand the purposes of regulations 
with which they were anxious to comply, and the machinery to 
find out what they wanted to know was sometimes laborious as well 
' as uncertain. 

It is quite clear that costs — but not necessarily prices — ^need to be 
kept down for purposes of export. The setting up of boards to en- 
courage exports is of little avail if costs are rising, and if tlie temptation 
to produce for the home market is not offset at the beginning. 

Secondly, it is clear that in the first nine months of the war the 
home market has not been adequately restricted. The export drive 
cannot be successful without the imposition of much heavier sacrifices 
on the domestic consumer than he has yet faccd.^ Tliis is particularly 

^ This statement perhaps requires modificatioti in view of the recent closing of itnportant 
European markets to our exports. 
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true in the case of luxury articles, but also applies to cotton goods 
and other goods of widespread consumption. 

Thirdly, the regard for yested interests that has so fir been a 
persisting feature of our war effort has to be (hminished ; for whatever 
may be said in favour of such an attitude in peace-time, it cannot 
be consistent with an economizing of skill and resources to make 
maximum profit and not maximum output the .criterion of successful 
hidustrial management. On this point innumerable examples could 
be quoted from the history of the Controls as well as firom other 
sources. 

An even stronger line might indeed be taken by the Government 
at this point than has yet been suggested. The Controb have so far, 
in dealing with business interests which they have inevitably injured, 
been inclined to apologize for their actions, and excuse themselves on 
the groimd that temporary inconvenience was unavoidable. But it 
is perhaps unwise to present too optimbtic a view to the interests 
affected; the holding out of false hopes delays adjustments that were 
better made rapidly and finally.^ The planned economy, moreover, 
has probably come to stay; in whose interests the plans will be made 
is a political question of the post-war world, but however tliat is 
answered, much of the mechanism of centraHzed buying and selling 
b likely to be too useful to destroy. 

^ In connexion with the Contra^s side of the Miiustry, it has, for instance, been unwise 
of the Minister of Supply to buoy up the hopes of small firms, whose products cannot 
conceivably in fact be wanted by the Government, with the idea that better orgamzation 
would secure Govermnent work for them. 



MONEY INCENTIVE AND THE 
PRODUCTION DRIVE 
by T, Balogh 

From ButtEHN, Vot. 3, No. 14 (October ii, 1941) 

I N the present note we propose to restrict ourselves to a discussion 
of the problem of incentive. It seems, however, to be necessary 
to state emphatically that the extension of rationing to cover all 
necessities of life is a condition sine qua non of any attempt to deal with 
the problem of promoting efficiency and effort through the money 
incentive without having to fear inflation, and is increasingly neces- 
sary if we are to be able to secure a just distribution of available scarce 
supplies, wliich seems the only basis for an optimum cut of civilian 
consumption, hence also of maximum war effort. 

The problem of incentive can be divided into that of economic 
and that of non-economic incentive. To the latter belongs the 
problem of creating an atmosphere in wliich each individual is 
determined to give his best effort. Comprehensive rationing and 
compensation — as methods to ensure equality of sacrifice — ^would 
seem to fall in a certain sense into this field. So do measures of welfare 
enabling workers to devote themselves fully and without injurious 
effect to their health to the war effort. Finally, to the sector of non- 
economic incentive belongs the establishment of whole-hearted and 
intelligent co-operation between managements and workers which 
is sriU lacking in many industrial undertakings. Complaints have 
been made that the lack of knowledge about the object of orders and 
the firequent transfer of worken is a serious source of discontent 
impinging on the war effort. It is not possible in this context to 
enlarge on this topic. 

Incentive for Labour 

Turning to the question of economic incentive for labour, 
we must distinguish between two problems. There is first the 
problem of giving an incentive to achieve the highest possible effort 
by all, both in the so-callcd non-essential and in the so-called essential 
trades.* Secondly, we have to solve the problem of transferring 

' This problem is of some urgency even from the point of view of full mobihzation of 
manrpower. The liighcr the output per head in non-cssential trades, tlic more workers can be 
released to the war sector. 
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labour from non-essential to essential industries, and that of employ- 
ing the hitherto non-employed. The transfer problem is a temporary 
one because eventually all unnecessary output, except by persons 
who cannot be adapted to change of occupation, ought to disappear. 

The solution of the first problem, of ensuring generally maximum 
effort, in so far as it can be solved by the operation of economic 
incentive, depends on nraintaining marginal in<;ome on a high level. 
! i A low marginal income, such as is produced by the reduction of the 
i income tax exemption Hmits and an increase in the rate of tax, results 
, ceteris paribus in disinclination to work harder. Though the greater 
part of the increase in income tax is in the nature of ‘forced saving*, 
psychologically it has had identical results with increased taxation. 
In so far as comprehensive rationing would also result in ‘forced 
^saving* it might be argued that the incentive of liighcr earnings would 
vanish even if they were not taxed at the source. This argument fails 
to take into account the different impression created by not being 
able to spend money which is ‘available* and not receiving the money 
at ah. But, apart fronrthlsTrrational^ reaction, ‘deferred payment’ 
cannot now be used for discharging capital liabilities, purchasing 
capital assets, or in case of emergencies. Rationing would not prevent 
such ‘innocuous’ use of income. ^One expedient of solving the 
problem is to exempt overtime pay as well as efficiency and output 
bonuses from income tax.^"‘(Tliis method was adopted in Germany, 
after the scheme of abolishing overtime pay and other bonuses during 
the war had broken down.) Several difficulties must be mentioned 
in tliis connection. Working hours have been stretched too long 
in certain cases from the point of view of efficiency, because the basic 
wage rates (that is, average incomej were too low. It is possible, on 
the other hand, that the grant or too steeply rising overtime — if 
maximum hours are not fixed — ^will in any case lead to a decrease 
in effort during ‘ordinary’ working time so as to conserve energy 
for overtime. Remuneration by result would tend to check this 
tendency, but it is difficult to administer, especially as ‘idling’ due to 
reasons unconnected with workers (air-raids, shortage of raw 
materials or of parts) is said to be prevalent. The establishment of 
harmonious collaboration between managements and workers, 
perhaps buttressed by mixed regional, local and workshop boards, 
or committees to administer working conditions, might be useful in 
solving these problems. 

^ It would also be possible to issue additional rations to workers who have performed 
heavy work. The Russians have extensively used the system of discrimmatory rationing for 
marginal incentive. 
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The solution of the second problem, die transfer of workers into 
the war sector, could be facilitated by keeping the average level 
of wages higher in the war than in the ‘unessential’ sector. 

The Profit Incentive 

The institution of the 100 per cent Excess Profits Tax was the 
psychological measure which seemed necessary to obtain the whole- 
hearted co-operation of the Labour Party in war industrial effort 
and to secure their consent to the relaxation of Trade Union restric- 
tions. We now need more sustained eiEFort in production. Proposals 
^ to decrease Excess Profits Tax further and to effect other changes^ 
with a view to restoring the profit incentive, not accompanied by a 
readjustment of the productive system, giving adequate representa- 
tion and safeguards to labour, might again raise labour resistance. 

With the present rate of income tax it would require a very drastic 
reduction in Excess Profits Tax to act as an incentive, and if the alleged 
beneficial results of industrial self-fmancing out of free profits are 
to be realized, even a 50 per cent Excess Profits Tax might still be 
too liigh.^ 

Moreover, 100 per cent Excess Profits Tax need not necessarily 
^ restrict the income of the people who arc actually in charge of 
production, whereas it ensures that higher money rewards are not 
paid to people (shareholders) who do not contribute {qua share- 
holders) to the increased war effort. It is not so much the shareholders 
that need be given money incentives as the actual managers of the 
firms who under the present system are free to receive liighcr incomes 
corresponding to higher effort and could, just as workers and salaried 
employees, be given efficiency and output bonuses. The interest of 
shareholders should be safeguarded and hardships should be avoided, 

4 but it is doubtful whether they should receive windfall gains, 
partiailarly as these windfalls would benefit mainly shareholders 
in war industries who are not adding as such to the war output, while 
those in contracting civiHan industries would, as a group, suffer 
losses. A general reduction in Excess Profits Tax would therefore 
tend to discriminate against owners and shareholders in civilian 
industries which arc unable to maintain profits without applying 
the incentive specifically to tlie productive agents in the war sector. 
The failure to achieve optimum war production arises partly out 

^ Some of the proposah under discussion overlook the fact that Excess Profits Tax has 
already been reduced by 20 per cent — ^though, of course, only by way of giving ‘deferred 
credits* for post-war use. It seems that Capital as much disregarded this forced saving — 
from the point of view of incentive — as Labour. 
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of tlie fiict dut industry is carried on by in^pendent firms whose 
structure, organization, and personnel of their managements are 
not deliberately chosen in view of maximizing the war effort, but 
arc the result of haphazard development in peace-time. These 
firms, moreover, are still expected to carry on their business at their 
own risk. It is understandable that they bear their economic future 
in mind when deciding on production policy. As long as this is not 
changed it will be impossible (i) to eHminate bad managements, 
(a) to pool technically small firms and thus enable them to apply 
modem technical principles and to work several shifts (which is 
difficult now in the case of the owner-manager), (3) to eUminatc 
consideration of their position after the war, hence to obtain maxi- 
mum expansion of war production.* The restoration of profits to 
individu^ firms cannot solve these difficulties. 

■ ■ Most of these problems could be solved ideally by the compulsory 
pooling of industries through the estabUshment of temporary war- 
time State financed holding operating companies, with full compen- 
sation to the owners, which has been advocated in this Bulletin.® 

Economic incentive has its important role to play in war economics, 
t But the restoration of the peace-time incentives does not solve the 
whole problem of achieving maximum output. 

^ In SO far as the Government provides capital equipment this obstacle has been weakened 
but not altogether eliminated. 

• Cf. my note on ‘Economic Mobilization', Bulletin, Vol. 2, No. 10. An overhauling of 
the regional organization of the Supply Departments, the clearing of orders and machinery 
and a strict supervision of labour-force would, of course, very much improve the present 
position. 



THE PRODUCTION EXECUTIVE'S 
REGIONAL BOARDS 

by J. Steindl 

From Bulletin, Vol. 3, No. 12 (August 30, 1941) 

I. The Priority System 

T he recent reorganization of the Area Boards offers an opportun- 
ity to discuss the question of regional organization, as far as it is 
concerned with war production; the problem can, however, be 
considered only on the basis of a broad outline of die existing priority 
system. 

The two chief aims of tliis system^ are, first, to secure a balanced 
output, which implies diat no particular part of production should 
be held up because other parts are behind schedule; and second, to 
secure that the available factors of production should be used for the 
most urgent purposes. 

In contrast to the priority system in the last war, which worked 
with a grading according to products, the existing system is primarily 
one of rationing and allocating scarce raw materials. Its first task is 
to allocate the available industrial capacity, raw material, labour, and 
means of transport to the various supply departments. The need for 
an impartial authority to carry out this allocation and to eliminate 
competition between departments has led the priority organization 
through several stages, which are marked by the Ministerial Priority 
Committee (early stage of the war), the Production Council (from 
May, 1940), and the Production Executive (from January, 1941). 
What was originally a body co-ordinating the various Departments’ 
priority organizations has retained many of its original characteristics; 
its authority in deciding between the claims of various departments 
was, however, apparently not strong enough, for in May, 1941, a 
new Minister of State was appointed as ‘referee’ in questions of 
priorities. This appointment has since been cancelled; according to 
a statement by the Prime Minister (July i6th) the Chairman of the 
Production Executive is now responsible for the setthng of conflicting 
priorities and claims of the different departments. 

Each department, having received its share of industrial capacity 

^ Sec Select Committee on National Expenditure, 1940, 10th Report. 
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md material, distributes it by means of its own priority organization 
between various uses. The individual manufacturer has his capacity 
allocated to one or several departments, and his activities are directed 
by a system of rationing and licensing of materials. Much more 
important than this, however, are the progressing organizations^ of 
the departments, which are able to speed up, control, or shift produce* 
tion directly. They are the strongest instrument for overcoming 
bottlenecks. 

Apart from the system of allocation there is a general priority 
direction issued by the Ministry of Supply, giving priority to certain 
specified classes of armaments, 

2 . The Motives for Decentralization 

The demand for a certain degree of decentralization of the control 
of war industry arose directly from the requirements of the priority 
system itself, (i) The working of this system requires a knowledge 
of the available resources, especially of industrial capacity, and the 
survey of these resources must be kept up to date in view of changing 
circumstances (for example, destruction by enemy action). It is clear 
that this current survey can only be carried out by people on the spot 
who are acquainted widi local conditions. Thus, the necessity of 
finding out the capacity of a multitude of smaller firms was the first 
reason for setting up the Area Boards. (2) The progressing organiza- 
tion, which is a most important part of the whole system,^ also needs 
people on the spot who can ascertain at rather short intervals the 
shortcomings or difficulties experienced in carrying out the produc- 
tion programme, and who must be familiar with the particular plants 
in which they do progressing. {3) The same arguments which apply 
to progressing also apply to cost control; if it is to be achieved 
widioutdelay it can only be carried out on the spot. (4) If production 
is held up on account of lack of raw materials the necessary speed in 
taking remedial action can be achieved only by a local organization 
which can quickly ascertain the facts, and possibly reallocate materials 
in the region. (5) If it becomes clear at any moment that one firm 
cannot carry out some orders with its own equipment whereas other 
firms, not far away, have equipment and labour available, the con- 
tracts should be redistributed;^ it is claimed that this redistribution 

^ The duties of the j^rogress officers are to ascertain at short intervals (say fortnightly) the 
state of fulfilment of the production programme, to report on it, to find out where producuon 
has to be speeded up and wliat reasons there are for any delay in a particular hne. 

* Compare Reports of the vSelect Committee, 1940, 10, p 14. 

® War Economy — the third Stage", iJanifeer, September, 1940. 
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of contracts, which must be based on intimate knowledge of the 
productive equipment, efficiency, labour available, etc., can be 
effected with the necessary speed only if there is no need to refer back 
to a central authority. 

3. Development of the Area Organization 

The actual development of regional organization has passed through 
three stages since the beginning of the war. In the first stage, Area 
Boards consisting of departmental officials were set up in each of the 
Defence Regions, Their functions were not clearly defined and their 
staff was obviously inadequate for the achievement of any serious 
purpose.^ In the summer of 1940 the Area Boards were reconstituted 
so as to include three representatives of the employers and three 
representatives of the trade unions in the Region, the representatives 
of the three supply Ministries, of the Board of Trade, and the Ministry 
of Labour, and a liaison officer between the Area Board and the 
Industrial Capacity Committees. The Area Boards in their corporate 
capacity were responsible to the Industrial Capacity Committee of 
the Production Council (now Production Executive), The official 
members of the Board, however, were responsible to their respective 
departments. The progressing organization remained outside the 
Area Boards; the production branches posted progress officers in 
the areas, who reported directly to their departments but were 
supposed to be in close touch with the Area officers.^ The functions 
of the reconstituted Area Boards remained undefined. 

An idea of the practical working of the reconstituted Area Boards 
is given in an article by the Chairman of the London and South- 
Eastern Board. ^ Tlois lioard had instituted nine capacity clearing 
centres (based on Ministry of Labour divisions) to keep the survey 
of capacity up to date and to effect the interchange of machine tool 
capacity between firms. At that time (last autumn) the Board was 
still mainly concerned only with big firms of die engineering industry, 
and many employers and workpeople were 'as yet imperfectly aware ' 
of the existence of the Board.’^ 

The main achievement of the reconstituted Area Boards was the 
survey of machine tool capacity which became available after about 
one year of war. They do not seem, however, to have overcome the 
difficulties which beset the working of the priority system 'at the 

^ Select Committee, 1940, 6th Report. See also Hansard, August 7, 1940. 

* According to Select Committee, 11th Report, 1940, p. 22, there were 44 Progress officers, 
20 Movement officers, and 7 Machine Control Progress Officers. 

® Board of Trade Journal, November 21, 1940. * Ibid., p. 315, 
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factory level’ (sec the I2tli Report of the Select Coramittee, 1941, 
p. 3, referring to evidence received in March of this year). There 
are still the old complaints about idle capacity, work held up on 
account of delays in die allocation of raw material, delays in transport 
and conflicting instructions.^ 

The third stage in the development of decentralization was reached 
in June, 1941, when the Area Boards (in their corporate capacity) 
were made directly responsible to the Production Executive; they 
were renamed ‘Regional Boards of the Production Executive’. At 
the same time a Central Joint Advisory Committee, consisting of 
twelve employers and twelve trade unionists, was set up to advise the 
Production Executive on aU matters concerning the Regional Boards. 
The Boards include, as before, three representatives of employers and 
workers respectively, representatives of the three supply departments, 
of the Board of Trade and of the Ministry of Labour ; in addition there 
is now a representative of the Ministry of Works and Buildings 
(Emergency Repair Organization), and one of the Raw-material 
Department of the Ministry of Supply as well as the Regional Trans- 
port Commissioner, and the Chairman of the Machine Tool Area 
Committee. The functions of the Boards have now been defined, 
but it appears from their enumeration as well as from an expheit 
statement in the House that tliey are merely advisory. They do not 
include progressing, so that the separate progressing organizations 
are maintained as before. Apparaitly, the official members of 
the Board continue to be individuahy responsible to their own 
departments. 

Among the functions assigned to the Regional Boards, there is 
the maintenance of the register of capacity, the interchange of macliine 
tool capacity, and advising on action to be taken to adapt the distribu- 
tion of orders to the capacity of firms. Almost all of the remaining 
duties are to be undertaken in co-operation with other regional 
organizations which have not been embodied into the Regional 
Boards and lead a separate existence.® It thus appears that there is 
only a very small number of questions which the Regional Boards 
will be able to deal with by themselves, the majority of the questions 
being dealt with in collaboration with other bodies. This, and the 
fact that aU its functions are only advisory, will certainly mean that 

See the article, ‘Handcuffs for Industry’, Ttwes, May 21, 1941, 

* The Bnaergency Service Organization of the Ministry of Aircraft Production, the 
emergency repam department of the Ministry of Works and Buildings, the Regional 
Controller of factory and storage, the Railway officer, the Regional Transport Commissioner, 
the Control Orgamzations of the Ministry of Supply, etc. 
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the Regional Boards •will fail to gain a predotninant place as com- 
pared with the various other regional organizations. 

While executive functions arc at present withheld from the Boards 
they may be allocated to them in case of an emergency: the Boards 
are directed to establish contact with the Regional Commissioners 
in order to draw up plans to meet an emergency. 

In order to see the recent changes in Area Organization in their 
proper perspective it may be useful to compare the present state with 
the recommendation put forward a year ago by the Select Com- 
mittee:^ ‘That the whole Area Organization should be expanded 
and u nif ied on an inter-departmental basis; that it should be fuEy 
responsible for all area work concerned with production, capacity, 
labour, and transport, and should co-ordinate and translate into action 
the decisions of the Government Priority Committees’. Up to date, 
neither has unification of the various area organizations been achieved, 
nor have powers been granted to them to translate central plans into 
action. 

4. Shortcomings and Remedies 

What are the reasons for these shortcomings ? The first is the vested 
interest of the different Departments. Each Department tries to 
maintain its own organization under its own control, partly because 
of die ^stem of departmental responsibility. To make decentrahza- 
tion effective, it is, however, necessary not only to unify all the 
departmental area organizations^ into one body but also to pass all 
communications between tliis body and the Centre through one 
channel; at present there are channels of communication between 
Regional Boards and the Production Executive, between each official 
member and liis respective department, and, in addition, between all 
the other area organizations (for example, progress and production) 
and their respective departments. An effective organization could 
be achieved only if one unified area organization, and each of its 
members, were exclusively responsible to one central authority: 
for example, the Production Executive, This, incidentally, would 
give to the Production Exccurivc at once the necessary apparatus 
for planning, and controlling the execution of plans, which it so 
badly needs. 

The second reason why decentralization so far has not been 
effectively carried through is that it would render superfluous the 

^ 10th Report, 1940, p. 20 (our emphasis). 

® As far as they arc concern^ with production of war material 
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present system of sub-contracting and therefore weaken the domin- 
ating position of the firms which act as main contractors. At first 
sight it seems that the system of sub-contracting was chosen because 
it seemed impossible for the departments to deal directly with a 
great number of small and middle-sized firms; an easy solution in 
peace time is to deal with a few big firms only, who redistribute the 
orders which tliey cannot carry out themselves. At present this 
system is not satisfactory, because, for many purposes, there must be 
(or at any rate there should be) direct contact between the department 
and the producing firms, for example, for the purposes of progressing, 
or of cost control. The big firms, however, are still retained in their 
function of relieving the administration of work with regard to 
contracting. The system of sub-contracting is open to serious objec- 
tions; it often happens that the main contractor charges a profit on 
the sub-contracted work (in addition to tlie sub-contractor’s profit) 
for wlrich there is little justification. It leaves the main contractor 
the choice of his sub-contractors without, however, making him 
fully responsible for their shortcomings. Most important of all, it 
does not secure that idle capacity is used, that continuity of produc- 
tion is achieved, and tliat orders arc distributed so as to secure the 
lowest possible cost. To secure a redistribution of orders so that 
available capacity is more fully utilized, it is proposed to extend the 
institution of ‘capacity clearing centres’; this is an attempt to bring 
some organization into the system of sub-contracting, but it is far 
from being a satisfactory solution. The clearing centres act as official 
intermediaries between firms which want to pass on orders, and firms 
which have idle capacity. The firms may use this opportunity or 
they may not; the clearing centres have no power, and even less 
obligation to redistribute contracts, if they find tliat some firms 
cannot execute their orders in time, or arc inefficient and wasteful, 
whereas others have idle capacity and lower costs of production. 
The functioning of the clearing centres must apparently rely again 
on the initiative of private entrepreneurs acting under the profit 
incentive, but it has been made abundantly clear that this mechanism 
docs not work at present.^ 

^ The conception of capacity clearing centres is influenced by the German model of the 
District Order Equalization Boards; these Boards have organized ‘Order Bourses' which 
represent a kind of organized market for sub-contracts and are based on a high degree of 
standardization of certain orders; another necessary condition for the working of this system 
is the absence of cost-plus contracts. 'There is not enough evidence to judge the success or 
the shortcomings of this system, but it must be noted that in Germany the dispersion of 
orders over a large number of firms is due not so much to a search for idle capacity as to 
considerations of strategy, location of labour, transport, etc. It w^ould therefore be wrong 
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The obvious solution to the problem of dealing with a great 
number of firms is that all the functions of die ‘main contractor’, 
instead of being left to a private firm, should be taken over by the 
Regional Boards; in this way, the great number of small firms 
would, as hitherto, be dealt with by an intermediary with the only 
difference that this intermediary would be part of the Government 
organization and that it would be a systematic and stable organiza- 
tion instead of a casual and changing one. The Regional Boards 
would do all the surveying, progressing, and distributing of orders 
within each Region, and the Centre — in the ideal case the Produc- 
tion Executive — ^would only be concerned with die summary figures 
for each Region. The Centre could draw up a production pro- 
gramme on the basis of summary figures of resources for each Region, 
distribute orders en bloc to the different Regions, and allocate raw 
materials in the same way, without concerning itself with the details 
of the distribution within each Region. As the Regions are very big, 
the system would probably have to be carried further by sub- 
division (the clearing centres have already involved sub-dividing 
the Regions). 

As against the above proposal, it is often suggested that some 
functions, such as progressing and allocation of material, should be 
taken over by the Regional Boards while others, the distribution of 
orders, for example, should be exercised by the centre.^ But the 
functions connected with the control of production (survey of 
capacity, contracting, allocation of material, progressing, cost con- 
trol, to mention the most important) are all closely connected. 
The placing of contracts must be based on the survey of capacity, 
the most recent progress reports, and the results of cost control; 
if contracts are placed at the Centre it means in practice that the 
distribution of all the sub-contracts is left to private firms, and is 
only loosely, if at all, connected with the work of the official progress 
organization, capacity survey, and cost control. An equally close 
connection exists between contracting and allocation of material; 
this connection becomes particularly important in case of a redistri- 
bution of contracts, as materials have to be re-allocated as well. 

to expect much from an imitation of the German organization in this respect, the more so 
since the latter has largely resulted from a conflict httween the interests of planning and the 
interests of the big concerns which dominate the German economy. This is not to deny 
that the regional orgamzation m Germany has, in many respects, reached a more advanced 
state of development than m this country. The 'District Economic Boards’ (whidi correspond 
to the ‘Regional Boards’) represent a complete unification of all regional organizations; they 
are directly responsible to the War Economic Staff and they are executive organs of the latter. 

^ A Tttnes leader (June 12, 1941) advocating ’rcgionahsin’ at the same time stresses tliat 
'contracts will continue, of course, to be placed at the centre’. 
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The dose coimection between allocation of materials and progressing 
need not be stressed. 

It thus appears tliat the five functions mentioned could be carried 
out effectively only by specialized departments of one and the same 
area organization, dealing all with the same firms, and keeping in 
closest touch with each other. The in terconnection of these functions, 
incidentally, also shows that it is not economical to divide executive 
and advisory functions by vesting the former in a central authority and 
the latter in a regional organization. The decisions reached at the 
Centre must be based on the detailed information collected locally, 
and this means that aU the detailed problems dealt with by the area 
organizations have to be considered over again by the Centre. This 
implies a great amount of duplication, and considerable delay. The 
two factors, amount of administrative work and delay involved in 
making decisions, are indeed decisive for the functioning of control, 
for, if die administrative machinery is overstrained, and if the delay 
threatens to do too much damage, things tend to be left, as in the 
times of peace, to the discretion of private industry. The conclusion 
is, therefore, that the control of the war economy could only be carried 
through with full effectiveness if sub-contracting were abolished, 
and all the functions ordinarily performed by the main contractors 
were taken over by regional and sub-regional bodies, which would 
then serve as executive organs of the central authority, while the 
latter would be free to devote itself to the control of the broad 
outlines of the production programme. 



OUTPUT AND EMPLOYMENT POLICY 
by F. A. Burchardt 

From Bulletin, Vol. 4, No. 2 (January 31, 1942) 

T he Government’s policy of harnessing industry to the war effort 
moved ahead in various directions during 1941. At the beginning 
of the year the original priority organization was overhauled and 
transformed into a Production Executive. This body, on which all 
the Supply Departments are represented, attempted to square depart- 
mental requirements with existing resources by allocating priorities 
en bloc to the various departments. Tliis bulk distribution of priorities 
was a step forward, but little else was done to close the gap between 
the planning centre and the producing units, apart from the improved 
working of the Regional Boards acting in an advisory capacity. 
Nor has there been any decisive progress in the organization of 
industry, although the exchange scheme for machine tool capacity, 
the Government pool of road transport, and similar measures have 
gone some way to remedy specific weaknesses. 

Greater progress has been made in the reorganization of the non- 
essential industries. Although the Government s method ofvoluntary 
concentration has been criticized on various grounds and the release 
of man-power and factory space did not quite come up to expectations, 
there can be little doubt that, in spite of leakages, substantial resources 
were shifted from the civilian to the war sector; additional man- 
power was freed from the shrinking export trades and by combing- 
out other industries. 

The instrument of the Essential Work Order tied workers in im- 
^ portant industries or firms to their job, thus preventing a reflux of 
labour to more remunerative but less essential jobs, competitive en- 
ticing of skilled labour by manufacturers, and an uncontrolled move- 
ment of labour witloin the essential sector. These measures were 
supplemented by a drive to enlist into industry reserves wliich were 
liithcrto not gainfully employed. The Government relied on the vol- 
untary method, and although the drive had some success its results fell 
appreciably short of needs. As the Forces, particularly the A.T.S., 
were short of women volunteers too, the Government decided in 
December to introduce conscription for certain age groups of single 
women. The provisions of the National Service Act signify a sub- 
c 25 
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standal increase in tKe demand for man-power of die Forces, to be 
obtained by combing-out men from all industries and by drafting in 
single women, and an attempt to replace withdrawals from industry 
and to satisfy the demands of the new factories pardy by transfers 
from less essential occupations, pardy by conscription of single 
women desiring to do munitions work rather than to join the Forces, 
and partly by inducing married women to take on industrial work. 

taugets for 1942 

The debate on the Bill showed fairly general agreement between 
members of different parties and Government spokesmen as to the 
problems which await solution in 1942, but considerable disagree- 
ment about the ways and means of tackling them. Admittedly there 
is room for considerable improvements and Mr. Bevin’s call for a 
30 to 40 per cent increase in output has set the target. However, 
the optimum use of resources cannot be obtained by one bold stroke 
of pohey. It depends on the appropriate interlocking of many 
agencies and on psychological, social, and poHtical factors, the relative 
importance of which cannot easily be ascertained in a quantitative 
way. To state the difficulties and to summarize the remedies which 
have been suggested may nevertheless be useful. 

Improvements are demanded in three directions; steadying the 
flow of orders and suppUes, fuller and more even use of existing 
resources, and bringing in of additional resources. This tlirecfold 
nature of a production and employment pohey has been very much 
stressed in recent debates. For our purpose the following classification 
of more concrete targets seems to be preferable. 

I. Dovetailing of Governmental and Industrial Organization 

According to the Chairman of the Select Committee on National 
Expenditure {Hansard, December 2, 1941, col. 1081) the system of 
die Production Executive seems to work in the following way : 

‘The Cabinet decide the weapons required by the country and 
order the priorities for the production of them. The Production 
Executive . . . translates that decision into a general line of pohey 
and lays down the hmits for each purchasing Department. At that 
point the system ceases to function. For every Department goes 
throughout the country to get, as is natural, the utmost possible 
to fulfil their quotas.’ ‘The confusion comes not . . . from the 
control at the centre but lower down when the orders are trans- 
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lif 

, lated to production itself. . . . Wliy should there be this competition 

between E)epaitmcnts? It is the system which is to blame not the 
Departments’ (Ibid., 1082). 

If these observations describe the situation correctly there seems 
to be a case for cxtcaiding the organs of the Production Executive so 
as to direct the flow of orders from the centre via intermediate agencies 
to the producing units in a non-competitive, planned way. To this 
end the Regional Boards, which have at present mainly advisory 
functions, should, it has been suggested, be given executive authority 
to allocate regional block orders to firms within the region and to act 
fc as clearing centres for the exchange of capacities.^ Such reconstituted 
Regional Boards would, it is argued, eliminate departmental com- 
petition in the placing of contracts, decentralize the bureaucratic 
machinery sufficiently to keep producing units and placing units in 
close touch, distribute orders to the main contractors and take a hand 
in the distribution of sub-contracts by bringing in the smaller firms. 
They might also be the appropriate body to introduce an exchange 
of technical and social manufacturing experiences and to tackle the 
thorny question of trade secrets and patents which industries or firms 
would hardly do. Such an exchange would be of great value in 
spreading the knowledge of successml methods and particularly in 
bringing less efficient firms on to a higher level. As regional organiza- 
tions die Boards would be within easy reach of die firms and factories 
and at the same rime be in a better position to investigate and remedy 
frictions and hold-ups in production. 

Even if this decentralized plamiing for war were carried out, its 
successful operation would not be a matter of easy routine. The 
argument that regional executives would multiply in each region the 
rivalries between the supply departments at the top need perhaps not 
^ be taken too seriously, but it is clear that the Production Executive 
would have to be transformed from a joint meeting of departmental 
chiefi into a properly staffed department if it is to allocate orders 
to the regions broadly according to their specific production facilities. 
Many of the products are specialized and can be produced only by 
certain firms in certain regions. Sub-contracting as well may have 
to be undertaken on an intra-regional basis as well as within the 
region, and Regional Boards might interfere with traditional busi- 
ness relations and customary trade channels, wliich may mean greater 
efficiency in the end but cause temporary disturbances in the 
beginning. 

* J. Stcindl, 'The Production Executive's Regional Boards/ see p. 17. 
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Moreover, the necessity of intra-rcgional planning, the industrial 
density of some of the regions and the myriad of products required 
for modem warfare make it doubtful whether Regional Boards can 
effectively deal with individual producing units* In order to do so 
diey would have to be staffed by civil servants, with power to act 
quickly and independently widun well-defined Umits, and with 
considerable experience in handling technical and manufacturing 
problems. The British pre-war system did not provide much chance 
for the formation of this type of civil servant. Under the impact of 
war there may grow up this new type, familiar with the work of 
industrial planning (needed also for the reconstruction period). In 
the meantime a better organization of industry may ease die task of 
the Regional Boards. About the appropriate forms of organization 
opinions will differ, and the mediods may differ for various industries. 
Where efficiency would be substantially increased, nationalization, 
pooling, the formation of public corporations and similar methods 
may be used; in other cases, or where the former method is rejected 
on pohtical and other grounds, comprehensive organization of an 
industry with regional and sectional subdivisions could be adopted. 
Such industrial groups should be represented by works managers, 
technical experts and workers in the industry, strengdiened by civil 
servants. Tliis form of organization would give responsible civil 
servants a chance to meet the men toiling in the industry, to sec all 
sides of a case and many related cases by immediate experience and 
to decide on this basis what is needed and practicable to maximize 
die war effort. Industrial groups of this type could act as advisory 
panels to the Central and Regional Production Executives and as 
intermediaries for the collection of information and for carrying out 
their policy. The admixture of civil servants and workers’ repre- 
sentatives may also partly offset monopolistic tendencies of such 
organizations, tendencies which would clearly be strong if existing 
cartels and industrial associations were entrusted with this task. 

2. Checks and Controls 

Directing output from the centre down to the producing unit 
requires some organization, but the first condition of effectual plan- 
ning for war (and also for reconstruction) is an accurate knowledge 
of me facts. If the Production Executive or Regional Boards are to 
function properly they must have an up-to-date record of die use 
and location of existing resources in die various firms, sections, and 
districts. Without such a current census there can be no control of 
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^ efficiency. Costs, or wastages, no advance planning and no intelligent 
discussion of policy. Government and critics alike may be aware of 
certain deficiencies but have no quantitative idea of their extent and 
no machinery to discover it. As to costs, we have the statement of 
the Select Committee that the situation is even worse. 

A current collection of data on the composition and use of the labour 
force, on hours worked, on ouput per man, dispersion of costs, etc., 
would enable Regional Boards to investigate the reason for sub- 
average results, to redistribute orders with a view to preventing 
idleness, to discover slackness and other frictions. To get correct 
information will not always be easy when presumed or real interests 
pull in the opposite direction, and some positive measures will be 
required to induce both managers and workers to reveal things rather 
than to veil them. It seems probable that a regional organization 
would be in a better position than centralized departments to collect 
and handle this information with good effect, and the cost in man- 
power to work these controls is likely to be negligible compared 
with the gains from better utilization of all industrial man-power. 

However, the need for better information and better controls may 
be generally recognized while methods of getting them may be 
disputed. Some improvement may be obtained from unified costing, 
or from a scale of standard costs for certain manufactured goods, or 
from a more automatic control on efficiency such as that discussed 
in another part of tliis book by Mr. Kalccki,^ or by a system of 
efficiency bonuses to managers. 

3. Higher OtUput per head 

Better organization and closer scrutiny of results may go some way 
towards incrcasmg the output of the employed resources. But this 
i action from above will hardly give the optimum effort if it is not 
accompanied by a drive from below to maximize output with the 
minimum of real costs. What stimuli can be applied to get managers 
and workers interested to get the job done as quickly and as cheaply 
m real resources as possible? 

The choice of potential stimuli is very wide indeed. It ranges from 
appeals to duty and patriotism and calls for the defence of democracy 
and freedom to Aid for Russia appeals; from creating hopes or fears 
to establishing a self-interest or imposing penalties; from promises 
of a better world in the future to present improvements in social and 


^ Sec ‘Excess Profits Tax and Goverameut Contracts/ p. 386. 
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material conditions.^ We arc not concerned here with this important 
aspect of the problem, and confine ourselves to the so-called economic 
incentives. It would be equally wrong to under-estimate their im- 
portance and/or the interrelation of economic and psychological 
incentives. 

Our question is, tlien: what economic measures can be taken to 
increase output per head? Broadly speaking, improvements may be 
sought for in three main directions: {a) rationalization, {b) adjustment 
of methods of pay and working conditions, (c) efficiency inducements 
to managers and entrepreneurs. 

(4) Rationalization is taken here in the wider sense and includes 
not only technical improvements in plant and equipment but also 
better organization, selection of the most efficient producers, limita- 
tion of types of products and standardization of parts. Comparatively 
little has transpired of tlie technical progress in manufacturing pro- 
cesses, and Company Reports arc for obvious reasons silent about it. 
Clearly it is more difficult to get new machinery in war-time when 
just these resources are needed for the production of weapons ; though 
public policy should weigh up the labour or material saving of 
improved techniques against the initial costs in real resources. It may 
be presumed that technical improvements in the war industries proper 
are considerable as the new factories are built on modern lines. In 
other fields less attention seems to be paid to this form of savmg in 
man-power. Moreover, it is well known that very substantial savings 
in resources can be obtained even without very great investment in 
new equipment by concentrating output in the most efficient units, 
by limiting the number of types of products and by standardizbg 
parts. Wherever concentration of output in die most efficient units 
is practicable, or telescoping of industries is contemplated, ox man- 
power can be freed from trades with a low output per head (non-food 
retail trade), it will be a gain for the economy as a whole and benefit 
the war sector. The same applies to limitation of product types and 
standardization of parts. There again not all the facts are known and 
efforts have been made in numerous industries ranging from ship- 
building (ugly duckhng) and bricks to clothing (utility clothing), 
but there are indications and statements of manufacturers and others 
which seem to show that post-war considerations are frequendy 

^ It would be unwise to underrate the power of the psychological incentives: the 
anxieties after the collapse of France and the Aid to Russia Campaign gave a great impetus 
to production; cooperation 6f managetnent and workers in Works Councils has in many 
cases improved output; the collectivization of the mines may increase the coal output although 
it may not alter the material conditions of the miners. 
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acting as a brake on a more forward policy. These considerations 
may be justifiable but there can be htde doubt that more standard- 
.ization in the war sector as well as in the civilian sector would free 
resources for an increased war effort, and through greater inter- 
changeability of parts^ speed up manufacturing and, what is becoming 
more and more important, the repair process.* 

Such technical rationalization is sometimes made easier by adminis- 
trative rationalization. In many cases the need for such reorganization 
had been recognized in peace-time by special Commissions and 
expert Committees (coal mining, milk distribution, electricity distri- 
bution) ; economy standards in war-time will necessarily be stricter 
and rationalization, through better organization, may be profitably 
extended over other fields (wholesale trade, banking, transport, etc.). 
Admittedly it is easier to demand a rational organization or to prepare 
a blue-print of a scheme than to reconcile the conflicting interests and 
views which determine actual poMcy. To recognize the existence of 
these difficulties could, however, hardly justify disregarding this 
important factor in output strategy. 

(h) Given adequate organization and technical efficiency, actual 
output will depend on the efforts of workers and managers. Now,, 
these questions of wages and productivity. Excess Profit Tax 
reductions and efficiency, working hours and absenteeism, works’ 
committees and women’s work, have been constantly under public 
review. Numerous explanations have been given for existing defici- 
encies and suggested remedies are even more plentiful. And this, in 
turn, explains partly the groping and hesitant way in which poHcy 
has proceeded in tliis field. Let us make the following assumptions 
(admitting that the absolute and relative importance of the different 
elements is not known) : Men are working sixty hours a week and 
more, very often a seven-day week. They arc interested in working 
overtime to increase their earnings. This attitude is somewhat 
modified (at least for the higher wage groups) by the extension of 
income tax to these income groups, which reduces the incentive of, 
or the benefit firom, overtime. Partly for tliis reason, partly because 
of the irregular flow of work, workers do not always produce with 
a view to getting the job done in the shortest possible time and to the 

^ The British Stsmdards Institution has done valuable work in the past and undoubtedly 
during the war may tender advice to the Government on many of these que.stions. A 
general survey of its work during the war would be of great interest, 

* Standardization is also of great importance for the operation and control of rationing 
schemes. 
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optimum of their capacity. These ‘facts^ are interrelated and can, I 
believe, be considered as one complex problem. 

The aim is to maximize output with a given number of workers.^ 
That requires that each job is done with optimal intensity and speed 
and that the length of the working week is adjusted to the intensity 
of the work so as to enable workers to operate at tlie optimal speed 
for longer periods. 

Many statements from workers’ representatives and employers 
confirm that a speed-up is possible and practicable.® Workers 
demand adequate pay for greater effort and better co-operation of 
managers and workers.^ The latter demand, recently re-emphasized 
by Sir Walter Citrine, has been met in many workshops and factories, 
and the Government, in understanding with the Trade Unions, may 
encourage the extension of these schemes, which, according to the 
Select Committee on National Expenditure, have an important bear- 
ing on absenteeism, strikes, bottlenecks, and on the intensity of work 
in general. The real stumbling-block remains, however, the establish- 
ment of a proper relation between pay and effort. Putting aside the 
problem of inflation as irrelevant in this context,^ the question boils 
down to this: what method or methods of payment by result will 
guarantee an increase in pay proportionate to the increase in output 
per unit of time? If this principle could be translated into practical 
policy, aggregate output would increase without increasing costs per 
unit of output. Its application is difficult. A great variety of methods 
of payment by result is in operation ; the standard output per unit 
of time differs greatly from one factory to another; the output of a 
reference period on which to base the proportionate increase may not 
be a representative period for aU factories or industries; improved 
equipment and technique may lead to higher output without greater 
effort on the part of workers; frequently output depends on team 
work rather than on individual effort, and so forth. To admit these 
difficulties does not prove the impossibility of such a pohey. It shows 
that Trade Unions and employers, with the assistance of the Govern- 
ment, must tackle the problem industry by industry, or product by 

^ The question of increasing the total labour force will be discussed later. 

® The Aid to Russia weeks (providing temporary stimuli) tend to show that even some 
bottlenecks disappear, when workers are mtensifying their effort. 

® Certain improvements in working and living conditions : better transport, billeting, day 
nurseries, shopping facilities, etc., must be tackled locally and arc disregarded here. 

* The dangers lie not in higher incomes but in increased consumer spending. Tlie appro- 
priate anti-inflationary instrument is rationing, not restrictions on incomes generating 
higher output. See p. 147. 
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product# and, if necessary, factory by factory and by way of successive 
approximation* 

If the income tax (including post-war credits) on lower incomes 
proves to be an obstacle to an intensified production effort, the 
choice would seem to lie between accepting the men’s sub-potential 
effort, and sacrificing what was regarded as just taxation and wise 
fiscal policy to the superior aim of increasing outputd From the 
point of view of fiscal policy the Chancellor of the Exchequer should 
gain in the form of savings what he loses on taxation, provided that 
die greater disposable income cannot be spent on consumers’ goods. 
If rationing equates supply of consumers’ goods at current prices 
with demand, wage claims cannot be based on the cost of living 
argument and hence cannot lead into a vicious spiral. Tliis is in a sense 
a restrictive wage policy, eliminating certain ‘harmfuF types of wage 
claims. A positive poHcy, though preserving these restrictions! would 
link increases in earnings to increases in output. 

A similar scheme of positive inducement might be elaborated for 
managers and firms. Efficiency bonuses based on the average 
efficiency of the industry with a betterment bonus for increased 
production would be one possibility. Bonuses to firms may be made 
attractive by permitting their use for purchasing certain materials at 
present prices for post-war use, or by guaranteeing them a certain sum 
of post-war contracts. Such opportunities of 'deferred investment’ 
in tangible objects or contract promises may be a greater inducement 
than money bonuses which inevitably go into Excess Profits Tax. 

A concerted policy to increase output per head, proceeding on these 
various lines, might well result in, say, a 5 per cent increase of output 
per industrial worker. That would be equivalent to, say, one half 
to one million mcn-years at present productivity rates. In other 
words, a better use of employed man-power might very well equal 
or surpass in quantitative importance the reserves of woman-power 
which the Government hopes to bring into industrial employment. 

RAISING THE LABOUR FORCE 

To operate the newly-equipped factories and to fill the gaps arising 
from new call-ups, the Government decided in December last to 
conscript single women, aged 20 to 30, mainly for the Auxiliary 
Services and civil defence but with a choice to take on specified 
munitions work. How many of the conscripts will decide for factory 

^ The Nazis had to retract sonie steps of war-time taxation on wages and overtime pay 
and have recently offered tax exemptions for voluntarily blocked savings. 
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work cannot be estimated, but the Prime Minister's statement gave 
the impression that after satisfying the demand of the Services not 
more Aan 250,000 additional women would be available for in- 
dustrial work. It is clear, however, that a considerable number of 
these single and hence relatively mobile and adaptable women will be 
needed to fill places for which married women are not available 
because of the location of the factory or other reasons* The man- 
power shortage requires that Service demands and industrial demands 
will be adjusted and timed very carefully. In working out such a 
policy the Government will have to assess the numerous factors which 
affect women’s employment and part-time schemes in big and small 
businesses and in various industries, and therefore not a linear but a 
multilinear policy must be developed requiring the co-operation 
of the Ministry of Food with respect to shopping hours and un- 
rationed foods, the Ministry of Hcaltli (day nurseries and sanitary 
conditions), the Ministry of Labour (employment exchanges placing), 
the Supply Ministries and the Board of Trade (to contact the industrial 
organizations), tlie Trade Unions (to discover women’s grievances 
in questions of pay and working conditions), and the Social Services 
(to experiment, say, with the 'Box and Cox’ method of houscholding 
which the Prime Minister has mentioned). Here, as in other cases, it 
is the interdependence of the various factors in reality confronted 
by departmental specialization which makes concerted action on 
various lines so difficult. 


CONCLUSION 

The main conclusions which emerge from this survey arc simple. 
The different aspects of production policy must be seen as a whole. 
Individuals in the production process cannot be expected to see much 
more than their particular sector, and they have no control over the 
many factors which must be harmonized for a smooth flow of output. 
It is, therefore, up to the Government to establish conditions in which 
the individual’s effort produces maximum results. No single measure 
(nor a single Minister) will achieve the optimum combination of all 
the social, technical, administrative, and economic factors bearing on 
production. A method of systematic ‘infiltration’ proceeding on 
many lines and converging on the strategic object is likely to give 
better results than a frontal attack at one point. Furthermore, a co- 
ordinated policy which assigns to each Department the part it has to 
play in the drive for greater output would seem to have better chances 
of success than piecemeal and independent departmental actions 
which often counteract each other. 



LABOUR IN THE WAR INDUSTRIES OF 
BRITAIN AND U.S.A. 


From Bulletin, Vol. 5, No. ii (August 7, 1943) 

A, SOURCES OF MAN-POWER IN THE BRITISH WAR SECTOR 
by M. Kalecki 

The *Real Sources of War Finance* 

T he analysis of the sources of war finance consists mainly in show- 
ing how public expenditure on goods and services is covered by 
the excess of national income over personal consumption, disinvest- 
ment at home and abroad, and indirect taxation (sec, for instance, the 
Wlntc Paper Cmd. 6347, Table I). By comparing these items in a 
given war year with their pre-war level it is possible to say how much 
changes in the national income, personal consumption, investment 
at home and abroad, and indirect taxation contributed to the increase 
in public expenditure on goods and services. All these changes, 
however, are expressed in money terms; as prices usually increase 
considerably in war time, there arises the problem of the ‘real sources 
of war finance’. This may, I think, be best stated as follows. Let us 
assume that we arc able to construct appropriate price indices for 
deflating personal consumption, home investment, and exports and 
imports (visible and invisible). We can then find the value of these 
items in a given war year at pre-war prices. Adding these ‘real values’ 
of personal consumption, public expenditure on goods and services, 
home investment, and exports and subtracting the ‘real value’ of 
imports, we obtain what may be called ‘real’ national output. It is 
then possible, by comparison with pre-war data, to estabhsh to what 
extent the increase in ‘real* pubhc expenditure is covered by die 
increase in ‘real’ national output, the fall in ‘real’ personal consump- 
tion, the fall in real’ home investment and the rise in the excess of 
‘real’ imports over ‘real’ exports. 

This procedure is, however, by no means easy in practice since 
the calculation of ‘appropriate price indices’ usually presents formid- 
able difficulties, in particular with regard to Government expenditure. 
Apart from this, however, there arises the more fundamental question 
of the actual significance of the analysis of the ‘real sources of war 
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mofciUjtatimi of rtsCHirces for war purposes either by increasing their 
utflizaoon or by shifting them fix>m peace to war uses. But a simple 
example will show that this is not the case. 

*^magine that labour and raw materials arc sliifted from private 
invcstmait to armaments. "If the percentage profit margin is lower 
in Government contracts the value of goods produced by the same 
factors win fall. As a result private investment will be reduced by a 
greater amount than that by which Government expenditure will 
. rise, and the ‘national output’ will decline although the utilization of 
resources is not diminished. 

A similar ‘loss in value’ occurs when raw materials and laboxur 
are shifted from consumption to armaments. For the value of 
consumption goods is inflated by the retailer’s margin, and there- 
fore the value of armaments increases by a smaller amount than that 
by v^ch consumption is cut down, and as a result the national output 
faUs.'^^It may be argued in this case that the fall reflects a smaller 
utihzation of the retailer’s resources (premises, management, etc.), 
but the picture given by the analysis may be misleading because it 
may wrongly suggest a diminished utilization of the factors in which 
we arc primarily interested, as for instance man-power. It seems that 
a more satisfactory approach to the analysis of the real sources of the 
war effort may be achieved by considenng this problem for various 
factors of production. We can try to estimate, for instance, how 
the increase in total employment and the reduction in consumption, 
investment, and exports contributed to the rise in the volume of 
nian-]^owcr applied to war production. And analogous ‘balance 
sheets* could be set up — ^if adequate data were available — for ship- 
ping space or foreign exchange. 

The Sources of Increase in Labour in the Government Sector * 

The purpose of this article is to estimate roughly the sources of the 
increase in insured labour embodied in the Government purchases 
between 1938 and 1941 and 1942. Before we proceed, however, to 
the actual estimates a few definitions must be given. 

We may distinguish in the output of an economy four sectors 
according to the ultimate use of the product: private investment in 
fixed capital (for the sake of replacement or expansion), personal 
consumption, exports, and Government purchases. It is possible to 
calculate how much direct and indirect home labour (measured in ^ 
worker-hours) is contained in these four categories of products. For 



t X4&1W in Iniimies of ^itain and V.S,A. 37 

{ 

insttoce, for a bijiloiiig one might calculate the dhcct labour of build- 
mg workers, the labour used in producing building materials, the 
labour of miners producing coal for the manufacture of building 
materials, etc. (The foreign labour cnAodicd in imported timber 
must not be, of course, included). However, the total volume of 
labour of all four sectors thus evaluated will not agree in general with 
the actual volume of labour because of changes in inventories, that 
is, working capkd and stocks. If these increase [decrease] the actual 
volume of labour exceeds [falls short of] that embodied in investment 
in fixed capital, consumption, exports, and Government purchases 
by an amount which is equal to labour contained in die increase 
[decrease] in inventories. We shall add [subtract] diis difference 
resulting from changes in inventories to the labour contained in the 
investment in fixed capital. In this way the actual volume of labour 
will be divided in four parts corresponding to the following cate- 
gories : { i ) gross private investment, including changes in inventories ; 
(2) personal consumption; (3) exports; (4) Government purchases. 

With regard to Government purchases of goods and services the 
following points should be made clear. (<3) The Government 
expenditure includes purchases ‘of fixed capital assets (such as sites, 
buildings and stocks of goods) previously owned privately’^ which 
arc nothing more than financial transactions ; we do not include them 
in our Government purchases, (b) Government means Central and 
Local Government; but it is convenient for our purpose to include 
all investment of Local Government (except that connected with 
Civil Defence) and of the Post Office in private investment, (f) As 
we are dealing here only with insured labour the services ‘produced’ 
by soldiers do not come into the picture, {d) Food and uniforms 
purchased by the Government for the soldiers are included not in 
personal consumption but in Government purchases. 

By considering only labour insured under the General Scheme, 
aged 16-64, we leave out of account changes in the number of agricul- 
tural workers and domestic servants. Thus, for instance, domestic 
servants going into munition factories will be reflected in our calcu- 
lation as an increase in the volume of insured labour. 

More complicated is the situation with regard to certain categories 
of railwaymen and employees of the Central and Local Government 
excepted from unemployment insurance. These exceptions did not 
apply to new entrants since the beginning of the war into tliese occupa- 

1 C£ Cmd. 6347, p. 3. 
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dons. Sudi new entries will thus be reflected in the increase of insured 
labour in the Government sector.^ 

It remains to be added that in the period 1938-41 there were two 
changes in the scope of unemployment insurance: in the Spring of 
1938 domestic workers in businesses not carried on for gain and 
chauffeurs were included, and in the Autumn of 1940 salary earners 
between £,250 and ^(^420 p.a. To eliminate the resulting increases 
in the volume of insured labour the scope of insurance has been 
assumed throughout the same as in 1941. 

Changes in the Volume of Employment 

Our task is now to estimate to what extent the war-time increase 
in insured labour embodied in the Government purchases of goods 
and services as defmed above is covered (a) by a net increase in the 
volume of insured employment, both in numbers and in working 
time, (b) by reduction of private investment, civil consumption, and 
exports respectively. 

It has been estimated that the number of insured persons in employ- 
ment increased from 1938 to 1941 by 5 per cent.* The rise in average 
working time in this period was seven per cent. Thus, the total 
increase in the volume of insured labour would be 12 per cent. The 
number of insured in employment in 1938, at the scope of insurance 
in 1941, may be estimated at 13-1 million.® It follows that the total 
increase in the volume of insured amounted in round figures to i -6 
million of ‘1938 workers’, that is, persons working tire average time” 
of 1938. 

According to the estimates quoted, the number of insured persons 
in employment increased from 1938 to 1942 by something like 
8 per cent. The increase in working time from 193 8 to 1942 amounted 
to 9 per cent. We may tlms assume that the total percentage increase 
in the volume of labour between 1938 and 1942 was 17I per cent. 
Since employment was 13 •! million workers in 1938 this amounts 
to an absolute increase of about 2*3 miUion ‘1938 workers’. 

^ if the new entrants replace people exempted from insurance the increase in insured 
employment is higher than the increase in actud employment. The resulting error is unlikely 
to be signiheant. 

* Sec page 204. 

* The number of insured in full and part time employment in 1938 (at the scope of in- 
surance in the middle of that year) was 12*7 milhons. (This includes only labour insured 
under the General Scheme, aged 16-64, and does not include agricultural workers). If we 
add to this salary earners between ,^250 and £420 p.a., tlie number of which is about 0*4 
millions, we obtain for the 1941 scope of insurance 13-1 millions as the number employed 
in 1938. 
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I The Release of iMbour from the Non^Armament Sector 

We shall now estimate the release of insured labour by the reduction 
of civilian consumption, private investment and exports, between 
1938 and 1941. As we shall see below, it was chiefly labour in mining, 
manufacturing and building industries which was released by these 
reductiom, and our first step will be to find out how much of this type 
of labour (measured throughout in *1938 workers’) corresponds to 
the reduction of the three items in question. Thus, out of civilian 
consumption of goods and services we shall first take into account 
only that of goods, that is, retail sales. Further, the insured employ- 
* ment in the manufacturing of food, drink, and tobacco industries arc 
not important in our considerations and wc may confine our argu- 
ment to the fall of retail sales other tlian food, drink, and tobacco. 

Our procedure will now be as follows : we shall estimate the whole- 
sale value of the retail sales other than food, drink, and tobacco, of 
investment, and of exports in 1938 and 1941; we shall estimate the 
1938 insured employment in mining, manufacturing, and building 
corresponding to these items; we shall roughly deflate their 1941 
values so as to reduce them to 1938 prices; and on the basis of the 
results of this calculation we shall be able to get a rough estimate of 
the labour in mining, manufacturing, and building released by their 
curtailment. 

I. Retail sales other than those of food, drink, and tobacco may 
be obtained from tlic data on personal expenditure on consumption 
in the White Paper (Cmd. 6623). They amounted to ^£960 miUion 
in 1938. To this wc add the expenditure on household fuel and 
lighting (coal, gas, electricity) and the estimated expenditure on 
private motor cars. We obtain, then, an approximate figure of 
;i(^i,200 million for retail sales in 1938 (including household fuel). 

The retailers’ gross margin, evaluated for a sample of department 
stores for the last pre-war years by Grant and Fowler, was about 
30 per cent of the retail salcs.^ As Department Stores deal chiefly in 
goods in winch we arc here interested we may use this margin to 
obtain the wholesale value of the sales. For 1938 we thus obtain 
about ;{]840 million. 

The real value of the retail sales considered (including household 
fuel) was reduced in 1941 to 68 per cent, and in 1942 to 62 per cent 
of the 1938 value (tliis calculation is based on the White Paper, Cmd* 
6623, Table 22). If we apply these figures to the wholesale value in 

^ Mandiester Statistical Society, The Aitaly sis of Cost^ of Retail Distribution, December, 1938. 
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1938, we get an estimated wholesale value at 1938 prices of ^SJO 
million in 1941 and of aiillion in 1942. 

2. We shall now estimate the reduction in private investment (to 
which is to be added non-war investment of public authorities) in 
1941 and 1942 as compared with 1938. 

The net private investment plus non-war investment of pubHc 
authorities in 1938 has been estimated in the White Paper (Cmd. 
6623) at 3^345 million. This figure docs not allow for the changes 
in the value of stocks resulting fiom the valuation at lower prices at 
the end than at the beginning of the year. Mr. Bama has estimated 
the adjustment for this factor at -£95 million/ which, added to £345 
million, gives 3^440 million. The relevant figure of sinking funds, 
depreciation, etc., according to the White Paper (Cmd 6623), is 
^440 million. Thus, private gross investment and non-war invest- 
ment of pubhc authorities may be taken as about ^S8o million. 

The net investment in 1941 is estimated in the White Paper at 
■ — 3^230 million.* No allowance has been made in this figure for 
the fact that the stocks at the end of year have been valued at higher 
prices than at the beginning. Mr. Barna has estimated the necessary 
adjustment at 3^150 million'^ and this amount must be subtracted 
from the above value of investment to eliminate the changes in the 
basis of valuation of stocks. Wc thus arrive at — 3^380 million. 
With sinking funds, depreciation, etc., of ^475 million this gives for 
gross investment 3^95 million. As the White Paper figure of invest- 
ment accounts for the sales of fixed assets to the Government by per- 
sons and firms, we have to make a positive correction which is 
probably appreciably lower than 3^100 million. Tliis correction will 
raise die figure of gross private investment plus non-war public 
investment to probably something like 3^150 to jjf 180 million. 

For the prices of investment goods, we have an indication in the 
cost of building. The increase in cost of building between the out- 
break of war and 1943 has been estimated at about 70 per cent.*^ 

In 1941 the increase must have been less. Other types of fixed invest- 
ment have probably not increased as much in price. We assume a 
price index of investment goods of about 1 50 for 1941. Deflating the 
estimate of investment in 1941 with this index, we obtain, in round 
figures, /lOO millions in 1938 prices. 

The calculation for 1942 can be carried out similarly. The only 
important difference is that the White Paper figure for investment in 

^ Economical May, 1941. * Including expenditure ui making good war damage, k 

® Ibid. * See S. Moos, *rhe Cost of Bmlding Matenals,* p. 313. 
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1942 is — ^(^150 million as compared with — ^^30 million in 1941. 
Further, the adjustment for the change in the basis of valuation of 
stocks at the beginning and at the end of the year is something like 
j^50millionas compared with j(ji5omilHonini94i,or ^loomilhon 
less. This raises the money value ofgross investment in 1942 by ;£i8o 
nulUon as compared with 1941, provided that otlier elements of the 
calculation are unchanged. We thus obtain /^330 to £} 6 o milhon. 
We shall deflate it in the same way as in 1941 widi a shghtly higher 
price index. This gives us a figure of the order of f,200 million. 

It is hardly necessary to add that our estimates of investment in 
1941 and 1942 are nothing but mere guesses. Fortunately, however, 
this is of no great importance for the results of our calculation; a 
change in our figures of in vestment in 1941 and 1942 by ;{^ioo million 
corresponds to 0-35 million workers, while our results are rounded 
off to the last 0-5 milhon (cf. Table II). 

3. The exports of U.K. produce and manufactures, except food, 
drink, and tobacco, amounted in 1938 to milhon. The index 
of export volume (1938 = 100) was 56 in 1941 and 36 in 1942. We 
may, therefore, estimate the exports exclusive of food, etc., at ^^5° 
milhon in 1941 and ^^150 milhon in 1942. 

4. The results obtamed above arc put together in Table I. 


TABLE I 

civiuAN otTixAV IN 1938, 1941, 1942 


Retail sales other than of food, drink, and tobacco, 
at wholesale prices 

Gross private investment (inclusive of local Govern- 
ment) 

Exports of U.K. Produce and Manufactures (except 
food, drink, and tobacco) 




J93^ i94^ i942 

at igjS Prices ^ million 

840 520 

880 100 nf 200 

430 250 150 

2,150 920 870 


It follows from this Tabic that the total ‘civilian outlay’ was reduced 
in real terms as compared with 1938 by 57*5 per cent in 1941 and by 
59*5 per cent in 1942. It is plausible to assume that labour employed 
in mining, manufacturing, and building, which was embodied in the 
three items considered, fell approximately by the same percentage. 
It may be estimated that mining, manufacturing, and building labour 
corresponding to the three items considered 
workers’^ On the above assumption this 

^ The total number of insured workers fully or pacffly ^jhployed m mimnc, inanuScttl 
(except that of food, drink, and tobacco), and buil^i ^ X938 was 7’5 miUion. This figuli 
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4*1 million ‘1938 workers’ in 1941 and 4-2 million ‘1938 workers’ in 
1942. 

ia order to have a rough idea about the distribution of the ‘labour 
release’ between civihan consumption of goods other than food, 
drink, and tobacco, poss private investment and exports, we subtract 
the respective ‘rcal*^ values in 1941 from the corresponding 1938 
figures and divide the labour release proportionately to these 
reductions. 


TABLE n 

LABOUR RBLEASE 1941 AND 1942 

Reduction as 
compared with 
at sg$8 
prices 
^ millicn 
1041 1042 

Retail sales other than of food, drink, and tobacco at 
wholesale prices . . . . . . . . 270 320 

Gross private investment . . . . . . . . 780 680 

Exports of U-K. produce and manufacturers .. 180 280 


Labour release 
million workers 


1941 1942 

0*9 M 

2-6 2*2 

0*6 0*9 


1,230 1,280 4'1 4*2 


5. In addition to this release of labour there is still to be considered 
the labour released from manufacturing of food, drink, and tobacco, 
and from services (inclusive of those in transport, wholesale, and 
retail distribution, and Central and Local Govcniment officials in 
so far as they are insured). Workers employed in manufacturing of 
food, drink, and tobacco in 1^38 numbered 0*5 million, and labour 
released from these industries was insignificant. Services in the above 
sense employed in 193 8 4-9 million. It may be assumed that the labour 
release from tliis source was in 1941 of the order of 0-5 million 
workers, mainly as a result of reduction of civilian consumption. 
This raises the total labour released by the reduction of civilian con- 
sumption to i’5 million ‘1938 workers’ (cf. Table II). For 1942 die ' 
labour release from services must be assumed to be higher, so that it 
will bring the figure of labour release resulting from the cut in 
consumption to something like two million *1938 workers’. 

is cxchisivc of salary earners between £250 and £420 p.a. A correction profM^rtionate to 
tliat introduced for the total number ofjiisured raises insured employment in mining, manu- 
facturing, and building m 1938 to 7*7 million workers. Tliis figure corresponds to the three 
items in question plus Central Government investment. This was almost fully for defence 
purposes and amoun^d to about £190 milhon. The three items considered above plus this 
amotmt make £2,370 million, out of which Central Government investment accounts for 
about 8 per cent. By deducting this percentage from the total employment in mining, 
manufacturing, and building, which gives 7*1 million, we obtain the approximate labour ^ 
equivalent of our three items. 
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Summary of Results 
The results of the above calculation are summed up in the Table 
below (in round figures). 

TABLE in 

imvmo LABOUR EMBODIED IN GOVERNMENl PURCHASES 
The Somes of Increase from to 1^41 and 1042 

mi 1942 

Million workers 

Increase in the volume of labour as a result of increase in the 
number employed and in working time .. .. .. 1*6 2*3 


Reduction in civilian consimiption 

1*5 

2 

Reduction in private investment (inclusive of Local Government) 

2-5 

2 

Reduction in exports 

0*5 

1 


4*5 

5 

Increase in Government purchases 

6*1 

7-3 


The total increase in the number of ‘1938 workers’ fiom 1938 to 

1941 is 6"i million. The corresponding figure for 1942 is 7’3 million. 
It should, however, be emphatically stressed that because of crudeness 
of the estimates and rounding off of figures no conclusions can be 
drawn from the comparison of 1941 and 1942 figure, except that the 
volume of labour in the Government sector increased from 1941 to 

1942 and that the rate of increase was very much lower than in the 
first two years of the war. (This does not mean that the rate of in- 
crease in output was relatively small as productivity of labour 
might have increased considerably). 

Local Government investment* has been included in our inquiry 
in private investment. Central Government investment, except that 
of Defence Services, was negUgiblc before the war. If we assume 
in addition tliat there were no important changes in the personnel 
■^devoted to ‘normal’ functions of Central and Local Administration, 
the increase in labour in the Government sector, calculated above, 
coincides roughly widi the increase of labour in the war sector 
(provided that we include in it such activities as biulding of merchant 
ships on Government account). As we estimated the insured labour 
employed directly and indireedy in armaments in 1938 at o*6 million, 
the total volume of insured labour employed in die war sector in 
1941 may be estimated at about 7 million and in 1942 at about 8 
million ‘1938 worken’. 

^ The number of insured workers in employment in 1938 was given 

^ Except that connected with Civil Dcfeace. 
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above as 13 •! million, and the increase in the volume of insured labour 
up to 1941 has been estimated at i*6 milUon, and up to 1942 at 2 '3 
million ‘1938 workers’. The total volume of insured labour in 1941 
may be thus estimated at about 14-7 miUion, and in 1942 at 15*4 
million ‘1938 workers’. It follows that the war sector absorbed in 
1941 about 45 per cent and in 1942 a httle more than 50 per cent of 
insured labour. The percentage would not be significantly changed 
if we added to the total volume of insured labour workers excepted 
fi’om employment insurance. |lt may thus be said that 45 per cent in ’’ 
1941 and a half or a little more in 1942 of all manual workers (except ' 
those in agriculture and domestic service) and lower grade salary 
earners (below j[,420 p.a.) were employed in the war sector. 

B. THE U.S. WAR EFFORT IN TERMS OF MAN-POWER» 

by J. Steindl 


The following is an attempt to estimate the employment in the 
war sector in the United States so as to enable us to draw a rough 
comparison with the figures produced in the preceding article for 
Great Britain. It is possible, in the case of the United States, to choose 


TABLE I 

NON-AGRICUITUBAI BMPIOYMENT IN U.S. IN *000 OP BMPLOYBES 



^939 

1941 

1942 

1943 

1. Manufacturing 

10-080 

12-970 

15-050 

16-920 

ln4tx of IVorkm^ Time 

100 

10 $ 

114 

119 

Et^uivaJent at hours 

10*080 

14*000 

27*200 

20*200 

2. Mining 

850 

950 

970 

890 

Index of Working Time 

100 

108 

114 

123 

Bquiualent at hours 

850 

1020 

1100 

1100 

3. Construction 

1750 

2240 

2080 

1260 

Index of Working time 

100 

ic 6 

112 

IJ ^ 

Equivalent at sgjg hours 

1750 

2370 

2330 

1490 

4. Transport and public utilities 

2910 

3250 

3430 

3619 

Index of Working Ttme 

100 

101 

105 

108 

Equivalent at sgjp hours 

2910 

3280 

3600 

3910 

5. Trade 

6620 

7380 

7260 

7030 

Index of Working Time 

100 

100 

too 

100 

Equivalent at sgjg hours 

6620 

7sSa 

7260 

7 ti 3 <^ 

6 . Bnance, Services 

4160 

4440 

4450 

4120 

Index of Working Time 

loo 

100 

100 

too 

Equivalent at ip^p hours 

4160 

4440 

44S<^ 

4120 

7. Government 

3990 

4450 

5200 

5890 

Index of Workir^ Time 

too 

100 

103 

110 

Equivalent at tggg hours 

3990 

44$0 

3S^<f 

dsoo 

Total Employment 

30-350 

35*670 

38-450 

39-730 

Equivalent Employment at ipjp hours 

30-350 

36-940 

41-440 

44-350 

Index of workkg time * • 

too 

104 

108 

UB 


* Revised ill Janusury, 1946* 



Labour in the War Industries of Britain and U.S.- 4 . 45 

a more direct ^proach, and estimate employment in the war sector 
on the basis or data relating to the distribution of output between 
war and non-war uses. Employment in the civilian sector is then 
obtained as a residual. All the following estimates are necessarily 
rough, and significant only to the nearest million. 

The total employment considered is die non-agricultural employ- 
ment given by the Department of Labour.* It excludes all self- 
employed persons, employers, and domestic servants ; apart from these 
categories it includes all employees (salary and wage earners) outside 
agriculture. To obtain the contribution which the increased use of 
the labour force has made to the war effort, we have to form an 
approximate estimate of the increase in weekly working time. For 
some industries (manufacturing) this is available directly, for others 
we have to use scattered data (transport and general utilities) and for 
still others we can form a guess on the basis of the estimated overtime 
paid.® 

TABLE n 

PROPORTION OF WAR PRODUCTION IN INDUSTRIAL OUTPUT IN PER CENT 


Manufacturing 

mi 

22 

m2 

56 

ms 

66 

Manufacturing, durable goods 

30 

74 

81 

Manufacturing, non-durable goods . . 

9 

30 

43 

Minerals 

20 

40 

50 

Industrial production 

(Manufacturing and minerals) 

22 

55 

66 


Source : Survey of Current Business, January, 1944 


TABLE HI 

BMPIOTMHNT IN THB WAR SECTOR IN U.S. IN "OOO OP EMPLOYBBS 



mi 

m^ 

ms 

1. Manufacturing : duiablc goods 

.. 2000 

6160 

8160 

Equivalent at sQfg hours 

. . 2220 

7340 

ioooa 

2, Manufacturing: non-durablc goods 

.. 570 

2020 

2940 

Equivalent at ipjp hours 

6oo 

2180 

3350 

3, jMUncral production 

190 

390 

450 

Equivalent at ipjp hours 

200 

450 

550 

4. Coustruction 

.. 690 

1350 

780 

Equivahftt at jtpjp hours 

730 

1310 

gto 

5. Transport and utilities 

*. 300 

1100 

1450 

Equivalent at hours 

300 

tiSo 

1570 

6. Federal War agcndcs 

.. 350 

1000 

1600 

Equivalent at sgjp hours 

,, 3S0 

1030 

17^0 

iTotal War Sector 

.. 4-tOO 

12^020 

15*380 

Bquivdkttt at hours 

.* rqoo 


$ 8^130 

Implicit Inthc of working time (1939 =» 100) 

lOf 

m 

itB 


^ Mi^ly Jj^out KePkw, September, 1944, 


* Survey of Cmettt BminesSs July, 1944, 
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TABLE IV 


BMPtOYMBNT IN WA« SBCTCMl AND OVUIAN SECTOR IN U.S. IN MIttlONS OF EMytOYEBS 
{EquivakfU of Employment at working hours of Ipjp) 


1. Total Nonsigricultural Employment 

2. Employment in War Sector 

3. Employment in Civilian Sector 

4. Increase in total employment 

5. Change in civilian employment since 

1939 

6. Ratio of employment in War Sector 

to total employment 





ms 

30*4 

36-9 

414 

44*4 



4*4 

13*7 

18*2 

30-4 

32*5 

27*7 

26*2 

— 


+ 11*0 

.fl4*0 

— 

+2-1 

-2*7 

-4*2 

— 

12% 

33% 

41% 


Multiplying the employment in each industrial division with the 
index of working time on the basis of 1939, we obtain the equivalent 
of employment in terms of 1939 working hours (see Table I). The 
sum of equivalent employments in all divisions gives us tlie total 
employment equivalent at 1939 hours. The implicit index of working 
time derived from a comparison of total employment, and totd 
employment equivalent at 1939 hours, is shown in Table 1. Up to 
1943 working hours in all industries, according to this estimate, have 
increased by about 12 per cent. The actual employment up to 1943 has 
increased by 28 per cent, and the equivalent employment at 1939 
hours by 42 per cent. 

The number of employees in the war sector will now be estimated 
for various industrial divisions. The Federal Reserve Board has esti- 
nxated the proportion of total output wliich is going into munitions 
and other war supplies (construction of war plant, clothing for the 
forces, food for lend-lease and forces, etc.) , in manufacturing industry 
and mineral production (Table II). On the basis of the proportions 
given for durable goods manufacturing, non-durable goods manu- 
facturing, and mineral production separately, we estimate the number 
of employees in the war sector in these industries. (This assumes that 
differences in productivity as between war and civilian sectors can 
be neglected; as we calculate the proportions for durable and non- 
durable goods separately, the error involved should be small). The 
resulting figures for the war sector are given in Table III. 

It remains to consider war employment in construction, transport, 
and public utilities and in government agencies. The last of these 
items— the war-time civil service — has been given direedy for various 
dates,^ and the annual averages are estimated by interpolation. 
Employment in war construction has been roughly estimated by 
dividing the construction employment in the proportion of the value 

* Survey of Current Business^ January, 1944, p. 2. 
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of wsir constniction to the value of total construction. For transport 
the measure to be adopted must necessarily be a htdc arbitrary. We 
might divide the employment in transportation in the same propor- 
tion as the industrial output is divided between war and non-war. 
But a large amount of transport is used for carrying agricultural goods 
which are largely for consumption. We therefore reduce the ‘war 
proportion’ in transport somewhat below that in industry. To this 
we have, finally, to add an allowance for electric power production 
in war industry (all other pubUc utiUties we regard as non-war). 

The resulting figures for actual employment in the war sector are 
again inflated by me respective indices of working time (Table III), 
so as to give equivalent of war employment in terms of 1939 hours. 

We arc nowin a position to find how much of the war employment 
has been made possible by a reduction in civilian employment and 
how much was accounted for by increase in total employment and 
working time. For this purpose war employment is subtracted firom 
total employment (both in terms of 1939 hours). We obtain the 
equivalent civilian employment in 1939 hours (Table IV, hne 3). 
This rose up to 1941 by 2 milhons, and began to decline in 1942 only. 
Of the total war employment equivalent of 18 millions in 1943, only 
4 milhons were provided by a reduction in civilian employment and 
the remaining 14 million by increase in employment and hours. 

The increase in use of idle reserves has thus played a much larger 
role in the United States than in Britain, whereas the role of the cut- 
down of civilian production was much smaller in the former than 
in the latter country. It may be said, on the basis of other information, 
that the release of labour has come mainly from private investment, 
as consumption as a whole has not been reducedThut rather increased 
since 1939. 

Table IV gives also the proportion of employment in the war sector 
to total employment. (Tlus is again calculated on the basis of equival- 
ent employment in 1939 hours; in 1939 weekly hours as between 
industries, differed less than later. By taking the equivalent we take 
into accoimt the greater input of hours in the war sector.) The 
proportion of labour in the war sector was 12 per cent in 1941, 33 per 
cent in 1942, and 41 per cent in 1943. The corresponding pro- 
portion for Great Britain, as calculated m the preceding article, 
was about 45 per cent in 1941 and 50 per cent in 1942. 

Another comparison made possible by the preceding calculations 
is that between the absolute amounts of labour in the war sector in 
Britain and the United States. The input of labour in the war sector 
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in Britain has been calculated by Mr. Kalecki in terms of ‘1938 
workcn’, that is, on the basis of the average working week in 1938. 
According to the White Paper on War Finance (1938-1944, Cmd, 
6623) average hours worked in the principal industries in Britain in 
1938 were 46|. We must therefore express the American figures of 
war employment in terms of a working week of corresponding length 
to make them comparable. We can assume, very roughly, that ip 
the U,S. War sector the working time was little over 40 hours in 
1941, about 44 hours in 1942, and about 46 hours in 1943, On the 
basis of tins assumption, war employment in U.S. in terms of a 
working week of 46^ hours (comparable to Mr. Kalecki’s figures) 
would be 3I millions in 1941, ii|^ millions in 1942, and 15I millions 
in 1943. This compares with about 7 millions in T941 and about 8 
millions in 1942 in Great Britain (in terms of ‘1938 workers’). 

It is probable that war employment in Great Britain has not in- 
cTeased appreciably above the level reached in 1942, On the other 
hand, employment in the war sector in U.S. reached its peak in 1943. 
We can therefore say that at the peak the war employment in U.S. 
and Britain was in the relation of 2 to i (or somewhat less than 2 to i). 

No conclusions can be drawn from these figures as to the propor- 
tion of the output of war supplies in the two countries. Not enough 
is known about relative productivity, and moreover, the com- 
position of the output is so different as to make comparison highly 
problematic. The figures, therefore, merely indicate the proportion 
of man-hours put into the war effort in the two countries. 



THE DRIFT TOWARDS A RATIONAL 
FOREIGN EXCHANGE POLICY 

Reprinted from Economica (August, 1940) by Courtesy of the Editors 

by T. Balogh 

The horror of that , . the King went on, ‘I shall never, never forget*. *You will, though*, 
the Queen said, *if you don’t make a memorandum of it *. — Through the Looking Glass. 

T he Order m Council of July 17, 1940/ represents the institution 
of a system of almost comprehensive exchange control based on 
bilateralism. With tins step the Authorities themselves have con- 
demned their previous attempts at maintaining a sham-freedom in 
foreign exchanges. They have eventually, if grudgingly, accepted 
the main contentions of tliosc who were not prepared to wait com- 
placently until the force of foreseeable developments should hound 
them into conclusions which a study of the basic character of the war 
economic problem and of the experiences of other countries could 
have furnished much earlier.'-^ 

The battle between dilettante empcricism and logical thinking in 
tliis— alas too restricted — field is over. And the canons of die well- 
bred would now impose silence. ‘I told you so’ is never more resented 
than when it is paten dy true. If, then, I take up the cudgels once 
more and seem to belabour a dead mule it is for two reasons. First, 
because the history of exchange control shows more abundantly than 
any other aspect of war-economic organization the pernicious con- 
sequences of what Professor Toynbee has so aptly termed ‘adulation 
of ephemeral methods’. Secondly, because even in their retreat from 
laissez-faire the Authorities succeeded in destroying most of die 
possible gains which might have resulted from die new mediods of 
planned compulsion. A survey of diis problem may, therefore, 
demonstrate that the lack of central war economic planning based 
on logical reasoning must reduce the efficiency of our war effort; and 

^ S. R. & o. 1940. No. 1254, 

* The first proposals for a comprehensive system of exchange control were made in a 
memorandum prepared for the Institute of Statistics by the present writer in November, 
1939, and published in the Economic Joumal, March, 1940. {The haphazard groping after a 
coherent and rational policy, which this article illustrates, and which has since been almost 
wholly forgotten, explains the tardiness of the war-mobilization m Britain, It also helps to 
explain the length of the war.) 
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at the same time shed some light on the nature of the deficiencies in 
our governmental machinery responsihle for the originatioh of 
policies, defidenccs which prevent and will continue to prevent the 
adoption of a rational war economic system, essential to victory. 

PAST 1 

PRINCIPLES OF A RATIONAL FORHGN ECONOMIC WAR POUCY 

*In this country we distrust thove who predict developments and advocate policies 
for tlieir mitigation / — Lord Halifax. 

The task of economic policy in war is to mobilize fully all available 
productive capacity and the accumulated real wealtli of the country 
for the two basic purposes of (i) maintaining the supply of goods 
{and services) for consumption by the fighting forces, and by the 
civilian population, at the minimum level compatible with effectively 
sustaining the war effort, and (2) using all other productive factors 
for war purposes. The latter impUes not only the establishment and 
maintenance of the maximum of striking force but also the accumu- 
lation and safe storage of maximum reserves — with due consideration 
to the factor of durability — of all the essentials in view of a probable 
enemy interference with production. 

From tliis, the most general view of the tasks of economic war 
poHcy, certain axioms follow automatically: 

1. The individualist competitive economic system — even in the 
rather corrupted form in which it existed before the war — 
cannot, without radical reforms and modifications, provide a 
basis for war economics. This system is based on satisfying actual 
(or expected) effective demand by way of an interplay of the 
price-mechanism and the profit motive. 

2. The price-mechanism (that is, the relative price system) as a 
criterion for the most efficient satisfaction of demand becomes 
inoperative if the demand of one buyer (the State) rises to a 
considerable proportion of total demand and is not limited by 
economic considerations (for example, previous income or size 
of liquidable capital assets). 

3. Price movements cannot be relied upon to limit the civilian 
demand in war-time because with full employment, lag of 
taxation, etc., private money demand increases pari passu with 
the increased money demand of the State. The imposition of 
priorities (and rationing) is the only remedy against the develop- 
ment of a vicious inflationary spiral. 
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4. The prodaction for current home consumption of all goods 
which are not essential and which are either exportable or absorb 
an appreciable quantity of productive factors which could be 
used in essential production (civilian and military), must be 
prohibited. 

5. The production of essential products above the minimum for 
current needs must be stocked until sufficient reserves are 
accumulated for any future contingency. Even <j/ier such 
reserves have been established there should be no question of 
permission to increase consumption so long as there remain 
the jdternatives of increasing exports or diversion of the ‘surplus’ 
factors to other (defence) needs. 

6 . The production of goods or services which, though not essential, 
cannot be exported and which do not absorb an appreciable 
amount of productive factors readily usable for essential or 
export production should not be disturbed, since any inter- 
ference would cause an uimeccssary diminution of the real 
income of the population. 

7. Increased income taxes^ cannot solve the problem of repressing 
consumption. This is not merely because of the inevitable lag 
between the increase in incomes and the payment of taxes but 
also because those who possess capital assets can always maintain 
their consumption by drawing on them. As, moreover, the 
individuals’ scales of preferences in consumption arc unlikely 
to coincide inversely with the need of the State for > certain 
products (or ratlier for the productive factors absorbed by their 
production), the extent to which income would have to be 
suppressed by direct taxation in order to free a certain amount 
of productive factors is greater (that is, a certain — ^possibly con- 
siderable — amount of unnecessary sacrifice has to be imposed) 
than if indirect taxes are imposed on the products needed. 
Even less sacrifice would have to be exacted and social justice 
could be better safeguarded if consumption were to be directly 
regulated by rationing and prohibition of production for 
civilian purposes needed for defence.® 

^ Excess income taxes could only be considered as just if the distribution of mcome prior 
to the outbreak could be taken as a *norm% as is dearly not the case. 

* Indirect taxes would still be open to the objection at the beginning of this paragtaphu 
The argument — ^in war time^against income tax is at an interesting variance with the 
doctrine that income tax reduces consumers' surplus less than an equivalent direct tax (cf. 
Hicks* Value and Capital). This variance can. of course, be explained by the fact that the t^ 
of peace economics is the provision of maximum satisfaction of effective demand of the 
individuals and that of war economics the provision of maximum striking power for the 
nation. 
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8. Such planning of production cannot be worked by private 
firms. 

The haphazard reduction of home consumption by taxation 
or other global measures causes unnecessary hardships and 
unemployment both for labour and employers, results in a 
chance {and probably unjust) distribution of available supplies 
and does not, necessarily, free the specific resources required* 
It also reduces efficiency in production as the reduction is not — 
for a long time — effected by closing whole factories but by 
reducing the scale of operations. This increases overhead cost per 
unit of output. In real terms this means that the labour and other 
resources represented by overhead cast are not released. Nor 
does this method guarantee that the resources freed will be used 
for increasing stocks or for exports if tlicy arc not required 
directly for defence purposes, and will not remain unemployed. 

9. The solution lies in a compulsory pooling of firms by industries 
into holding companies under State control; these should have 
the right to borrow without interest from the Treasury so as 
to be able to finance the holding of stocks (and, as wc shall see 
below, to execute export orders). The reduction of output 
can then be effected in such a way as to release more labour or 
equipment according to need. Certain factories could be taken 
over for essential production. Others could be held in reserve 
against air raid damage, or cleared of equipment to house essential 
works in case their buildings became damaged.^ 

The financial pooling would permit a just distribution of the 
sacrifices which arc unavoidable if resources are to be diverted, 
thereby removing a serious obstacle to the war effort. 

Increased efficiency, of course, also demands the standardi- 
zation over a large field of (both military andcivihan) products 
This should also facilitate the mtroduction of rationing. 

10. The scheme implies a complete change of attitude and policy 
towards ‘unemployment\ Men compulsorily displaced must 
be given their standard wages no matter what employment is 
given to them (including retraining). In Germany even soldiers* 
dependants arc given compensation in accordance with the 
peace-time earning of their mobilized men. 

^ Such Government-financed pooling would have permitted the establishment in peace- 
time of the necessary war industries without fear of competition, which has done much in 
retarding preparations. 
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These axioms can suitably be applied to the field of international 
economic policy in war-time;^ 

I* All productive factors wliich cannot be usefully employed on 
essential defence tasks (including the provision for civilian 
minimum consumption) and whose products can be exported 
should be fully and continuously employed for export. The 
interpretation of the word ‘usefully' will depend on various 
considerations: 

(a) The urgency of defence demand. 

(b) The relative speed at which it can be satisfied at home and 
abroad; the difficulties in the way of diverting labour 
from export to defence industries. 

(r) The size of foreign reserves. 

(d) The difficulty of procuring credits. 

(e) The strategic factor (shipping, air raid risks). 

(J) The terms on which essential products can be purchased 
in exchange for exports abroad as compared with their 
relative cost at home. 

The importance of safeguarding our foreign markets is very 
great. The risk of the establishment of protected domestic 
industries in countries formerly customers was substantial even 
before the war. If supphes cannot be maintained it will become 
a certainty. Experience shows that once secondary industries 
are established the vested interests created will be protected 
even if they are inefficient. Hence the loss of foreign markets 
is likely to be permanent or at any rate can be reversed only at 
the cost of a serious worsening of the terms of trade. If, there- 
fore, defence demand is not extremely urgent (that is, there is 
no extreme labour shortage) and the shipping position is not 
unfavourable, some sacrifice should be incurred (that is, the 
peace-time export production continued and armaments ob- 
tained from abroad even at a somewhat more unfavourable 
price) so as to obviate the social cost involved in retraining and 
diverting the labour force and undertaking the new investment 
in defence industries. 

All stocks of exportable non-essential products available at 
the outbreak of the war should have been exported. 

^ For a more detailed demonstration of these axioms I have to refer to ‘How shall wc pay 
for the war?*, Round Table Pamphlet No. i ; and ‘Foreign Exchange and Export Trade Policy*, 
Economic Journal^ March, 1940. 
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2L Mcmrcs mtist be taken to prevent a drain on the foreign reserves 
of the country: 

(a) All unnecessary imports must be prohibited and other 
imports direedy rationed because, in war conditions, 
price and exchange movements lose dieir eiScacy. Some 
expedient must be found to permit the stocking of 
essential imports irrespective of the (permitted) level 
of current demand. 

{h) Capital exports by residents and the withdrawal of capital 
by foreign creditors must be prohibited. 

The war-time policy must ensure that whatever is exported 
I secures the best possible terms relative to die imports which 
have to be bought. 

These principles suffice to determine the character of war foreign 
trade policy. 

As has been demonstrated elsewhere,^ ‘individualist’ mcdiods of 
readjusting the foreign balance are, if not wholly impracticable, like 
deflation, incapable of fulfilling these requirements. In a situation 
where productive factors tend to be fully employed, and relative 
prices are striedy controlled for internal reasons, the free exchange 
market mechanism would not reflect the true comparative cost 
position of a country and therefore could not be relied upon to guide 
exports.* 

Currency depreciation, unless so extreme as to lead to serious 
internal repercussions, is unlikely to achieve the full employment of 
all specific factors which could potentially be used to increase exports. 
The increased risks involved in foreign, in contradistinction to home, 
trade during hostilities, the low price-elasticity of home-demand in 
war-time, and uncertainty concerning the future, reduce the effective- 
ness of the price-mechanism through which depreciation tends in 
peace-time to increase exports (and to reduce imports or replace them 
by home products). Depreciation is, moreover, likely to worsen 
the terms of trade in commodities in which international trade 
continues because of the inevitable frictions in tlic adaptation of home 
to foreign prices. Finally it would tend to dissipate rather than to 
increase stocks pending the opening of new foreign markets. 

It has become accepted in the past few years that a country could 
improve its trading position if it succeeded in exploiting the imper- 

^ Cf. footnote, p. 53. 

• But even if it did, the very faa that labout shortage is threatening should discourage the 
Authorities from depreciating the currency, as in those circumstances only products in which 
the country possesses the hipest comparative advantage should be exported. 
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fecdons of fordgu markets and establishing a mcaiopoly buying or 
scUing position. Except for products of which die country in question 
has a monopoly control and which moreover are produced under 
monopoly conditions, this is only possible where measures are taken 
to prevent the supplying country 6x»m using the proceeds of its 
exports to the controUing country to buy in the cheapest market, 
or where foreign trade is either put under State control or is taken 
over by the State altogether. The maximum benefit firom foreign 
trade can, therefore, be reaped only if exchange control is instituted 
. on a stricdy bilateral basis, that is, if clearing agreements are nego- 
tiated. Where the whole of die foreign trade of the controlling 
country is conducted exclusively as a State monopoly — as in Russia— 
it docs not much matter internally what rate of exchange is fixed. 
The ‘sterling’ price of exports could then be adjusted suitably for 
each deal, with respect to each country, so as to reap the maximum 
advantage according to the urgency of diat country’s demand for our 
prodij^^id the strength ofiour bargaining power with respect to its 
exports. ’The same applies to imports. 

If, however, it is desired to maintain at least part of the foreign 
trade of the controlling country on a more or less free basis — ^though 
controlled through licences — then the fixing of the rates of exchange 
becomes important. If, then, the clearing rate of exchange is so fixed 
as to overvalue the controlled currency in terms of the currency of its 
clearing partner a maximum benefit from the clearing agreement 
would automatically be obtained. Nor would this benefit be re- 
stricted to die present. The overvaluation of the currency of a 
strong buying country would be tantamount to a subsidy for the 
producers of die goods it needs at the expense of die consumers of 
die goods it exports to that country. This will mobilize a powerful 
vested interest in favour of the continuation of this state and lessen 
the dangers of the establishment of secondary industries.^ 


^ This procedure has a drawback: the urgencies of foreign countries* demands for our 
produce (partly caused by their necessity to $dl to us— not having other foreign customers) 
are widely difierent. Some countries might possess alternative markets and suppliers. Others 
will have no possibility to replace us. To achieve maximum bcnetit we must tix rates of their 
currencies in terms of sterling proportionate to these differences m their ‘elasticities* (urgency) 
of demand. But the resultant cross-rates (that is to say the price of currency, for example, 
of Braril in tfcrms of the currency of, say, Greece, reckoned over sterling. 


miircis 

pound 


5- (theoretically) may be different firom the rates 

pound drachma 


quoted in cither of the countries on each other. Wc might, of course, be able to prevail on 
them to change the structure of their rates to suit ourselves. This is the more unlikely as 
their commercial and financial transactions with one another will in all probability be 
governed by different factors from those which render the sterling rates on each of these 
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In order to lessen Ae frictions arising from this ^bludgeoning’ of 
the clearing partners several steps are necessary. First, m commoaities 
in which the price, reckoned at the clearing rate of exchange, which 
overvalues sterling, is so high as to prevent the export of British 
goods in spite of the pressure exerted on the Central Bank of the 
clearing partner by the ever-increasing clearing credit^ in its favour, 
a method must be found by which the ‘sterling’ price of exports can 
be suitably lowered. Tliis can be accomplished either by subsidies 
or by kiterpolating a State-financed agency or company between 
the home manufacturer (or the private export merchant) and the 
foreign buyer, an agency which would be empowered to sell at a 
(nominal) sterling loss abroad.^ The resistance against straight sub- 
sidies by foreign countries renders the first method less attractive. 
There is, moreover, a danger that subsidies may involve financial 
irregularities and be used to bolster inefficient factories. The second 
method would ehminate these dangers as competition at home need 
not be affected, though for other reasons*a pooling of industry would 
seem a more appropriate policy. Where such pooling has taken 


coimtrici advantageous for us. Thus, if wc wish to preserve the advantage irnphat in tlicse 
rates wc must prevent them from selling pounds to each other — for otherwise we lose these 
advantages: the rate at which they sell pounds w'ould be diflerent from die rates wc impose 
on them. This was the main argument in favour of bilateral deanng agreements. But there 
would be some advantage also in being able to preserve (at least partially) a solution which 
permits multilateralism, provided it did not lose us the benefits of bilateralism. 

In the case‘ of countnes which produce only a limited number of staple commodities — 
and most countries with which we still have commcrical relations would fall into this category 
— solution can be found which gives us both benefits. The rate of general clearing should, 
in these cases, be established on the basis of the official rate in New York and the cross-rates 
there ruhng. This w^ould enable us to conform, in such parts of our foreign trade as arc not 
under direct Govcnimcnt contiol, to the U.S. exchange position and the relative exchange 
rates ruling there, which determine, for example, the rates of South American countries among 
themselves. Those commodities, however, which are purchased m bulk, should be dealt 
witli on the basis of differential rates of exchange expressing our bargaining power. It may 
be asked why this complicated solution should be adopted when these commodiucs arc, in 
any case, purchased by the State under monopoly conditions; so long as wc pay lou> sterling 
prices it irught seem that the rate of exchange is of no importance. This objection overlooks 
the fact that it is of the utmost interest to us not only that wc should pay low sterling prices 
but that the producers of the commodities we need should receive high prices in their own 
currency so as to render the production of these commodities in those countries relatively 
more advantageous tlxan other production (for otherwise they will tend to increase their 
secondary industries). (The fact that we can, under tlicse circumstances, conclude long- 
term production contracts, which eliminate the ri.sk of price fluctuations, enables them 
to plan their production and obtain capital for its execution. This renders production of 
these commodities relatively favourable, even at *low* prices.) 

As soon as the proceeds of the sales to us are credited in sterling (at a different rate from 
the general clearing rate) they would be amalgamated with the general clearing account. 

^ Incidentally the existence of such clearing credits in favour of our purchases eliminates 
the risk of a global default on exports, a risk which is in war-time far greater than the risk of 
the bankruptcy of individual clients abroad. 

* That is, buy from the home producer at ‘cost* price and sell at a competitive sterling 
price abroad. 
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place tlie War-Kfolding-Companics or die subsidiaries organized in 
each industry could properly take over the functions of such export 
companies. 

Subsidies, or the losses incurred by export companies, can be 
financed either by a levy on the industry itself^ or by a charge on the 
general Budget. The first method would seem to be rather un- 
economic, under certain circumstances anti-social, and in any case an 
inefficient solution of the problem. An adequate amount could be 
levied only on commodities which have a large internal market. 
But in war-time these ought to be exclusively essential commodities. 
Hence the levy would amount to nothing more than a regressive 
method of extrabudgetary taxation, so much in vogue lately.* 

Priorities for export production will, of course, be a necessary 
element in all these schemes, for otlierwisc the pressure of home 
demand would stultify the pohey. It would, however, be foolish to 
rely on export priorities alone for stimulating exports. Even if the 
exchange rate policy actually adopted is not the correct one — that is, 
even if sterling is not overvalued in terms of other currencies — it is 
very doubtful whether a continuous full employment of all potential 
export industries could be achieved by such negative measures. The 
differences in comparative advantage of industries is very great, 
especially if potential export industries are included, as they should be 
in war-time, even though in peace-time they may have served the 
home market exclusively. If a policy of export priorities is coupled 
with measures to stabihze raw-material prices at a low level, then 
it is likely to result in an unnecessary worsening of the terms of trade 
(being the equivalent of a policy of depreciation varying in propor- 
tion not to the elasticity of demand abroad — which would maximize 
our gain — ^but according to the quota of these raw materials used 
in export industries, a wholly irrelevant basis). A policy based on 
export priorities or subsidies, or a combination of the two, cannot 
solve the problem of stocking exportable goods pending the 
development of the new export market, which always takes some 
time. (Much the same problem arises, of course, in connection with 
esscntkl goods for the home market.) The same War-Holding- 
Companies could be used for tliat purpose and also effect bulk 
imports at monopoly buying prices. 

^ In Germany certain industries were subsidized by a levy on another industry. 

* Very much the same objection can be raised against currency depreciation as a method 
of export stimulation. It means nothing more than a flat subsidy financed by a flat levy* on 
imports I a haphazard method of distributing the burden. 
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These considerations show that only a policy based on — 

1. bilateral exchange clearing agreements which tend to over- 
value sterlii^ and which arc discriminating (either by import 
commodities or by countries), 

2 . coupled with the establishment of export companies capable 
of organizing die sale of export goods at competitive prices 
irrespective of sterling cost and the stocking of exportable 
goods paiding sale, 

can vouchsafe a continuous full employment of potential export 
industries and maximize the benefit from trade. 

The character of exchange policy cannot, however, be determined 
solely by reference to current commercial transactions. A country 
such as Britain possesses an accumulated wealth in gold, foreign 
balances and assets, whose liquidation would permit imports without 
countervailing exports. It has also been the depository of foreign 
balances and a considerable foreign investment in British securities 
has taken place in the last two decades. 

As far as the preservation of the value of our foreign assets is 
concerned the policy determined by considering current commercial 
transactions alone would seem to meet die requirements fully. It is 
obvious that, as the larger part of our foreign assets is in terms of 
sterling, as high a rate of exchange as can be obtained is desirable. 
It is obvious, also, that bilatcr^m would meet our war-time 
requirements much better tlian mcdiods which in effect prevent us 
from bargaining separately with each country. Fortified by clearing 
agreements, the liquidation of our loans and other assets can be 
regulated. This would enable us to end the impossible situation 
which results from die practice of many debtors of first defaulting 
on their obligations and then using the accruing foreign exchange, 
not for resuming the debt service, but to repurchase at low prices 
securities depreciated by their own default. 

The existence of foreign balances and assets in the country, on 
the contrary, docs somewhat modify and complicate the solution. 
If the volume of these balances and assets is considerable and the 
rate of exchange is favourable to sterling (that is, the terms on 
which we buy imports in terms of sterung are favourable, and 
therefore the internal price is, relatively, low) the Mquidation of 
these balances will be very cosdy. If, however, the rate of excliange 
is allowed to depreciate and nothing is done to delimit die use of 
these balances (mat is, if they can freely be used in payment for 
British exports) then all the unfavourable consequences of a deprccia- 
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don will ensue (except that that part of the worsening of die terms 
of trade which is due to the cheapening of exports is home by the 
creditor, but the country will lose the proceeds of the exports). If, 
moreover, these balances can be transferred internationally by 
holders, bilateralism will break down, even if the country from 
which Britain imports has an exchange control; for the exporter, 
instead of invoicing in his own currency, will try to invoice in 
sterling, which can be sold against ‘free currencies*, and will base 
his sterling price on that rate of exchange at which he can obtain 
‘free currency’ against sterling, that is, the lowest ruHng rate of 
exchange for sterling in a free market. This will tend, therefore, to 
depreciate sterling further. The prices of these imports will rise 
against us. 

/ Hence a segregation of ‘commercial’ sterling — that is, sterHng 

' originating in current commerci^ transactions — from ‘financial’ 
sterling is necessary if a rational exchange policy is to be followed. 
At a later date or in exceptional circumstances alleviations could be 
granted from these restrictions. There must, however, be a further 
segregation — according to countries. If the nationals of one country 
could transfer their balances or assets to the nationals of other 
countries, then (even though the segregation of financial and com- 
mercial sterhng had taken place and therefore their multilateraHsm 
could not interfere with the bilateralism of the clearing agreements 
and thus eliminate the possibility of discrimination) there is a grave 
danger that nationals of countries with which Britain has a relatively 
strong bargaining position will transfer their balances and assets to 
countries whose relative position is stronger. This may well pre- 
judice the success of any clearing negotiations. Hence there must 
be a segregation, both according to origin (commercial and financial) 
and according to ownersliip, of aU foreign balances and securities 
in this country. The several policies can be listed and graded 
according to severity towards the foreign ownen (several of which 
can be applied simultaneously if the segregation according to the 
nationality of the owner has been carried out). 

The possible policies can be listed according to severity of restric- 
tion on foteign-owned sterling balances:^ 

(fl) Foreign-owned sterling of whatever origin could be converted 
into foreign exchange at the official rate by the Control. ^ 

(fc) The conversion of forcign-owned sterling into foreign exchange 

^ The mvcstixient m Bntish assets and securities should be encouraged, (AU these suggestions 
were subsequently adopted by the Control). 
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^ould not be allowed, but the balances could be used freely for 
paymenls in Britain and also be sold to foreigners of whatever 
nationality (except in the case of nationals of those countries 
with which we have clearing or payments agreements), 

(f) The conversion of foreign-owned sterling of whatever origin 
would be guaranteed at a fixed rate different firom the official 
rate. 

(d) The conversion of foreign-owned stcrhng into foreign exchange 
would not be guaranteed at a fixed rate and it could only be 
used — 

(i) for paying for certain exports and debts as well as invest- 
ment in Britain; 

(»i) for paying for ‘additional’ exports and other specified 
purposes : 

but could still freely be sold to foreigners of any nationality. 

(e) The conversion of sterling owned by foreigners could be 
guaranteed at the official rate if originating from current trans- 
action (i) into a free currency, (I'i) into the currency of the 
foreign country witli wliich die transaction liad been concluded 
wliich gave rise to the transfer of sterling to the foreigner.^ 
Those balances which originated firom past transactions are 
treated separately and differendy either by (a) giving foreign 
exchange for them at a fixed but lower rate, or (fi) refusing 
to guarantee their conversion into foreign exchange and 
dealing with them as under either {l>) or (d). 

(j) Strict bilateral clearing agreements are concluded at fixed and 
discriminating rates and miancial’ balances are separately dealt 
with. These measures can be varied. 

Discrimination does not mean outright ‘blocking’. ‘Blocking’ 
arrangements should be negotiated separately: in case of certain 
commodities where our bargaining position is strong we could pay 
in block sterling, that is, we could arrange for a credit under favour- 
able conditions. In those cases we should be willing to give exchange 
guarantees. 

‘The foregoing seem to demonstrate that both the aim of securing 
maximum benefit from current transactions and the task of con- 
serving as much as possible the foreign reserves of the country, 
demand the imposition of strict exchange control and bilateralism, 

^ If that currency is ‘controlled’ this means in elfect that clearing takes place. Otherwise 
tlicic IB no difference between (e) (*) and (e) (n). There would be no sense in quoting differen- ^ 
tial lower rates. 
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combinoi with such reorganization of foreign trading as would 
permit the introduction of a collective dement into the individualist 
competitive system of trading. As soon as these measures are com- 
pleted and the position is under control, a policy of liberalization, 
of increasing but controlled multilateralism can be begun. As the 
control would be continuous no unexpected reverse need be feared. 

It is true that the ‘internationar character of sterling would be 
abandoned and a series of ‘special’ sterling species would be estab- 
lished, varying in value according to the uses permitted. But the 
very fact that the control is so strict would enable the Authorities 
to permit the establishment of free sectors very much like ‘free 
ports’ in relation to customs. Hence, as the possibility of leakage 
would be all but excluded, very much more liberal policies could 
be followed in isolated sectors and thus the invisible exports of the 
country maintained.' 


PART n 

THE METHOD OF CONTROL 

Prior to the war, in private and in public, assurances were profuse 
that the preparations for the immediate establishment of a compre- 
hensive system of war economics were complete, that once the day 
of need arrived the mobilization of the whole economic potential 
would be immediate. Quite apart from the fact — the discussion of 
which does not fall within the compass of a review of economic 
measures — that legitimate doubt might be entertained as to the date 
when such mobihzation should have been regarded as necessary, 
these assurances now seem to have been somewhat rash. 

In fact — at least as far as opinions can be formed on tlie basis of 
published material, which is necessarily incomplete and may to a 
certain extent be misleading — it would hardly be an exaggeration 
to maintain that most of the measures taken were impHcitly ack- 
nowledged by succeeding regulations to have been incomplete, 
some inappropriate, and some, not the least important, inimical 
to the interests of the country. This is all the harder to justify 
as the problems facing this country in the late summer of 1939 
closely resembled those which had faced Germaity at certain earher 
stages of her race for arms. Even if the Authorities mistrusted 
deductive reasoning, they were in a position to learn from the 

^ The establi‘ihmcnt of bilateral coiitroU in coitjunctioii with centrally controlled export 
” companies would also permit of the maintenance of the control over commodity markets 
evoa if the transhipment through Britain had to be discontinued. 
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experience of Germany, especially as the Nazis and Df* Schacht did 
not operate from a theoretical base but ‘solved problems as they 
arose’* 

There was a prelude to the establishment of control. And in the 
first ten months of war not less than four sharply delimited phases 
can be distinguished. Each of these shows an increase in the degree 
of control, a fact strongly suggesting that the Authorities had cidier 
failed to recognize the gravity of the situation at the outset of the 
war, or at least had shown themselves incapable of devising satis- 
factory measures to safeguard the foreign reserves of the country. 
Finance — even external finance — ^is rapidly losing its importance 
in these days of more acute preoccupations, of the growing com- 
pleteness of controls and of increasing sympathy and willingness to 
participate in sacrifice in those countries on which, in the main, we 
have to rely economically. It is rather as a symptom of a far deeper- 
seated malaise that tliis dogged resistance to the reconsideration of 
past policies and mediods is remarkable and disquieting. It is 
customary to argue that the stricter measures could not have been 
applied for (mainly international) psychological and practical 
reasons. This line of argument is not convincing. The bargaining 
power of the Allies was far greater at the outbreak of hostilities than 
it is now. And a strict control would not have excluded liberal 
exemptions in cases where it appeared opportune. 


I. PRELUDE 

If It were done when *tis done then ’twere well it were 
done quickly.* — Macbeth. 

The dollar exchange rate fell from roughly $5 to the £ in the 
beginning of 1938 to below $4*70 after the Munich crisis had made 
the dangers of the European situation manifest. This fall was 
caused and accompanied by a very large export of capital. At the 
same time the slowly increasing rate of rearmament resulted in a 
direct increase of imports and tended by its general effects to worsen 
our balance of trade. The Tripartite Agreement expressly provided 
for such contingencies. The successive French devaluations were 
undertaken with the full jconscnt of the American Authorities. The 
British Treasury did not avail itself of this opportunity. 

From March, 1939, onwards the Exchange Equalization Account 
set itself to resist any further depreciation of the pound. The $ rate 
in London was held rigidly at 4 ' 681 . When speculation in the for- 
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ward market forced up the three-months rate from if per cent at 
the beginning of August to af per cent on the i8th, the Account 
extended its operations to the forward market and stabilized, at 
further considerable losses, the forward premium on dollars. Tlic 
disintegration of the so-called sterling block could not be prevented 
by these efforts to stem the depreciation of the pound. The Scan- 
dinavian countries deserted first, taking with them most of their 
reserves at the high rate of exchange. The Argentine peso followed 
suit. Japan and Portugal and the Empire remained attached to the 
pound. The intervention was suspended only on August 25, 1939. 
Sterling diereupon fell to I4.10. In the last week prior to the 
declaration of war violent and unnecessary fluctuations occurred 
between $4*25 and $4*40 to the pound. The Chancellor of the 
Exchequer subsequently^ defended the depreciation of the pound 
to 4*04 middle (and its fiirthcr reduction to 4*03 middle on Septem- 
ber 14, 1939) as a carefully conceived readjustment of the external 
value to the ‘true’ value of the pound. It is difficult to see what the 
Treasury affected to mean by that expression. Did they wish to 
exclude or incl ude capital export ? It would, in any case, be interesting 
to know how they arrived at an assessment of this level, especially 
in war-time, when the ‘normar price mechanism is completely 
paralyzed by rationing. But whatever they meant it is obvious that 
if die depreciation of the pound was justified at any time after the 
institution of exchange control it was much more justified prior to 
the, at first somewhat ineffectual, prohibition of the export of 
capital. Then it would have at least tended to safeguard the foreign 
exchange holdings of the country.^ But the level chosen was below 
the level to which the flight of capital had reduced sterling. How it 
could have been justified by any appeal to any sort of ‘norm’ passes 
rational comprehension. The whole incident is the more amusing 
— ^intellectually — as such utter silence accompanied the announce- 
ment on June 8, 1940, of the appreciation of the pound from some- 
where below $3*25 to $4*03 to the pound, as hx as exports other 
than those already specified in April, 1940, were concerned. In the 
meantime our unfavourable monthly balance had increased from 
an average of ^36 Mn, early in 1939 to over f 6 o Mn. in 1940, 
wages had increased by some 10 per cent, and the discrepancy be- 
tween dollar and sterling prices by some 25 per cent. No one except 
the Government would, under present conations, refer to the un- 

^ The Times, April 10, 1940. 

^ Once depreciation was (leaded upon the rebound which caused an appreciation from 
4*10 to 4*40 ought to have been used to recoup some of the losses in reserve. 
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fortunate purchasing power parity. But, as the Government <Jid, 
how can this reversal of its policy be justified? How can the 4"03 
parity, if it was a ‘true’ value in September, 1939, remain so in 
June, 1940? But perhaps the ‘practical’ and psychological’ con- 
siderations had changed. Or, having paid a stiff price, the Treasury 
had begun to learn its lesson.^ 

n. THE HRST MONTHS OF CONTROL 

"He ro<le off m all directions at once.’ — Grimm's Fairy Tales. 

Democratic countries arc supposed to suffer from the excessive 
slowness of Parliament to face up to problems. No such handicap 
was experienced in Britain. The required empowering bills were 
passed in hours rather than days. The Emergency Powers (Defence) 
Act, the Import, Export and Customs Powers (Defence) Act, and 
the Currency Powers (Defence) Act are so generously drawn that 
no Authoritarian Regime could boast of wider discretionary powers. 

The theoretical considerations in the first part of this paper 
show abundantly (what simple common sense would also have 
suggested) that a very strong central executive organ possessed of a 
large and practically experienced, as well as theoretically well 
trained, planning secretariat would be essential if the transition from 
the hybrid laissezfaire system, in which wc Uved, into a full war 
economy was to be achieved without immense frictions, loss of 
efficiency and weakening of the war effort. The comparative lack 
of secrecy which the Nazis thought themselves able to afford after 
1937, that is, as soon as they had reached the stage of minimum 
armaments required in a war with first-class powers, and had freed 
themselves from the weakness imposed on them through the demili- 
tarization of tlie Rliincland, should have enabled the Treasury to 
make a tolerably accurate estimate of the task we were confronted 
with. Mr. Churchill, long before he joined the Chamberlain 
Government, and others, had had no illusions on that score. Even 
then an estimate based on the most optimistic hypothesis for us 
ought to have suggested that, whatever superiority in long-run 
economic potential the Allies possessed, only a determined use of 
all available resources — ^includmg foreign reserves enabling us to 
draw upon American productive capacity-^ould equalize in the 
short run the considerable advantage in actual striking power 

* It .seems questionabJe whether the magnanimity shown to the international bear specula- 
tion against sterling, which reaped considerable profits at the expense of the Treasury, made 
the reqiiisitiomng of foreign balances and sccunties easier. 
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which the Nasris gained by having mobilized their inferior produc- 
tive jpower for the provision of armaments fully four years before 
the declaration of war. 

The control of foreign economic relations was entrusted to a host 
of Departments, some newly-organized or so hurriedly expanded 
as to be as good as new. The Board of Trade organized Import 
and Licence Departments, die latter to work in close co-operation 
widi the Ministry of Economic Warfare so as to prevent any essential 
materials from reaching Germany. The Board of Trade in con- 
junction with the Ministry of Supply was to control (or at least 
watch over) prices. The Ministry of Supply was given, together 
with the Ministry of Food, control over specified products, the 
import and export of wliich they had to regulate (or undertake 
themselves). The Bank of England was entrusted with the working 
of the Exchange Control and remained a powerful factor in deter- 
mining financial and monetary policy. Co-ordination among dicse 
multifarious organs — some of which, as wc shall see presently, were 
inextricably mixed up with private interests and could hardly be 
expected to work smoothly witliout supervision — was supposed 
to be provided by the Treasury. But the Treasury was understaffed 
— and therefore overworked — even in pcacc-timc. And such 
expansion of its staff as w'as hesitatingly permitted was not allowed 
to extend to the heights where policy originates. 

The consequences were probably inevitable. (1) As far as exports 
were concerned the difficulties of clearance were immense, and the 
delays and uncertainties discouraged both the foreign clicilcs and 
the exporters. This tendency was aggravated by the failure either 
to introduce rationing or to restrict home demand by adequate tax 
measures (tliough, as wc have seen above, even drastic taxation 
could not have accompfished a real reduction in home demand 
without rationing). Many of the home trades, after the setback 
due to evacuation, black-out, etc., began to expand, or rather, 
failed to shrink sufficiently to promote exports except for those 
branches, such as building, where direct prohibitions caused un- 
employment Such unemployment as was caused was not accom- 
panied by adequate measures for diversion into defence production. 
Excessive home consumption and the dissipation of stocks which 
ought to have been requisitioned or exported were further stimu- 
lated by the sudden reversion of the Bank of England to laissezfaire 
methods of ‘deflationary’ readjustment in the midst of controls and 
budgetary inflation. The bank rate was raised to 4 per cent on 
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August 24tli. On the outbreak of war, moreover, an indiscriminate 
flat war risk premium was put on stocks, which raised the effective 
rate of interest to over lo per cent. A rise in die bank rate could 
not be expected to attract foreign lenders. Domestic lenders to 
foreigners were forced to call in their credits by the Defence Regula- 
tions (September 3rd). Thus the general effect on demand of a rise 
of the rate of interest once capital issues were controlled was 
negligible. The only appreciable result of this measure was a 
pressure on stocks. But stocks should have been preserved at all 
cost. 

It was, presumably, the fear of inflation which dictated this policy. 
But, unaccompanied by more direct controls, the measure was cal- 
culated to promote excessive inflation later at the cost of using 
existing stocks. The same urge must have been responsible for the 
price-policy in this period, which also worked in the direction of 
dissipation of stocks not only at home but also in the export trade. 
Instead of controlling inflation at its source or canalizing it in innocu- 
ous chamiels through a direct regulation of consumption and invest- 
ment, resort was had to the old game of altering tlic temperature 
by changing the thermometer. Prices were to be maintained at all 
costs. Such exports as remained were thus thrown away at below 
replacement cost by this combination of exchange depreciation 
and price stabilization. Exactly the opposite policy would have 
commended itself. 

(2) The import policy was hardly happier. Its execution was en- 
trusted to: 

[a) The raw material controllers under the Mnaistry of Supply. 

(/;) The Ministry of Food. 

(c) The Board of Trade Import Licence Department. 

Owing to the peculiar constitution of the Ministry of Supply 
Controls^ adequate restriction of imports could hardly be looked for. 
The continued adherence of the Board of Trade to its tradition of 
trying to increase exports by permitting imports, also militated 
against a proper handling of the problem. Finally, the system was 
based on the principle of permitting all imports unless prohibited, 
instead of the reverse. Such restriction of imports as was practised 
caused in many instances a violent rise of prices. As import licences 
were not sold by the Government at competitive prices, this meant 
m the case of consignments that the loss of foreign exchange was 
greater than if full imports bad been permitted, or, in the case of 

^ The Economist f February 17, 1940. 
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pwchases abroad by residents, and as a lesser evil, unjustifiable profits. 
Shipping space was of course saved. The loss of foreign exchange 
due to the failure to control imports effectively in the first six 
months of the war has been put by one of the foremost financial 
experts at not less than ^£50 million. There are reasons to suspect 
that even this is an underestimate. How much exchange was lost 
by the failure to increase exports and obtain satisfactory prices is 
impossible to estimate. If the possible requisitioning and export of 
stocks of luxuries is taken into account it could hardly be much less. 
It is melancholy to reflect that the preservation of our foreign 
exchange reserves was mainly practised, first, by a strict control over 
pre-emption of products useful to the enemy in countries contiguous 
to Germany; and secondly, over the assembly of adequate stocks of 
essential raw materials (wliich had been previously made difficult 
in many instances — rubber, copper — ^by restriction schemes to which 
yet another Government Department was in effect a parry). This 
control seems to have been effective because it was exercised not 
over ^outside’ interests but over Government expenditure. Another 
field in which control seems to have been strict appears, according 
to American figures, to have been the orders for arms and machines 
in the United States, then not encumbered by their own rearmament 
plants. 

(3) Exchange Control. The control over foreign payments was 
instituted on September 3, 1939.^ 

The ofticial rates of exchange were fixed by the Bank of England 
on September 5, 1939, on the basis of a dollar parity of 4*04 middle, 
that is, appreciably below the last ‘free* quotation. This was sub- 
sequently reduced to 4-03 middle. The order required private 
holders of gold and foreign exchange to surrender it to the Treasury 
at the official rates.^ The currencies concerned were designated by 
the Treasury in a Minute dated September 4, 1939. The implications 
of this depreciation of the official sterHng rate have already been 
discussed. 

Even more important, however, were the consequences of the 
failure to tighten immediately the rules concerning the transfer of 
sterling to foreign accounts and those concerning the transfer of 
securities to and from foreigners. These loopholes, together with 

^ The registration of foreign assets in specified foreign currencies was ordered as early as 
August 26, 1939. No registration of sterling loans was ordered and foreigners could continue 
to repurchase them at current prices, depressed as they were by the financial measures. 

* The penalty for evasion does not appear to have been sufficiently promptly applied. 
The first prosecution started only after some time. 
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the a1»sei}.<% of any reguladons pennitting a check on export and 
import^ prices, gave a free rein to the export of capital by residents. 
The whole process was much aggravated by the decision of the 
Authorities not to interfere with the sale of sterling balances or 
assets owned by foreigners to other foreigners of any nationahty, 
or with their use for fulfilling obligations in Britain. The inter- 
national and Unitarian character of sterling was to be maintained 
at all cost. The word ‘blocking’ assumed an evil, almost obscene, 
connotation and all suggestions for a stricter control seemed to 
consist of ‘blocking’. 

The non-enemy alien therefore was allowed to remit out of the 
country by sales abroad : 

(1) Sterling balances which were in his possession at tlie outbreak 
of the war. 

(2) Sterling balances which he acquired by — 

{a) exports to this comitry; 

(b) liquidation of his securities and other capital assets, and 
profits and reserves of his direct investments and any 
other income (interest, royalties, etc.) ; 

(c) any loans granted to him by a bank or private individuals. 

As foreign holders were not given foreign exchange by the 

Control, there was a steady supply of ‘free’ sterling on the overseas 
markets. Since foreigners could sell to one another irrespective 
of nationality the rate of ‘free’ sterling was uniform in all foreign 
countries possessing exchange markets. The steady flow of liquida- 
tions depressed the ‘free’ rate below the official rate. The discount 
at one time in October was as high as 7 per cent. The ‘international’ 
character of sterling was being maintained — ^at a cost. The cost 
consisted in the fact tliat British exports tended to be invoiced in 
sterling even more regularly than before; exporters could thus quote 
liigher sterling prices or rather could undersell in terms of foreign 
exchange those of their competitors who invoiced in foreign 
exchange and therefore had to deliver the proceeds of their exports 
to the Control, in accordance with the Defence Regulations, at the 
higher, official value of sterling. But by invoicing in sterling to 
foreigners who obtained from other foreigners the funds necessary 
for paying for British exports, the control obviously lost the pro- 
ceeds of British exports. British importers, on die other hand, 

^ The empowaing regulation was issued only on September 21, 1939 (S. R. 6c O,, No, 
1251 of 1939). It was not enforced effectively for some time. Even now doubts may be 
raised tm its efficat'y. 
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teiwiecl to bay in terms of foreign exchange, thereby obtaining 
the necessary fonds from the Control at a better rate than they 
woaM have been forced to pay in sterling which foreigners could 
only sell abroad at a discount. This meant that there was a tendency 
for the Control to lose foreign exchange for imports without gaining 
the proceeds of exports.^ But, in many trades, sterling invoicing was 
customary. Moreover, all exporters with currencies that were 
controlled — and there were few currencies which were not con- 
trolled — preferred payment in sterling which they could sell against 
dollars* Hence, in spite of the contrary interest of the British importer 
there was an additional fairly heavy supply of sterling originating 
from British imports. This supply was increased by the failure of 
the Authorities to perceive that as long as sterling remained an 
‘intemarionar currency, the permission to transfer sterling to foreign 
accounts was indentical with permission to buy foreign exchange 
from the. Control — except that it tended to depreciate the Tree' 
quotation. It was not at that time conceded that such depreciation, 
especially as it was coupled with a policy of keeping sterling prices 
as stable as possible, had unfavourable repercussions on our balance 
of foreign payments. Permission for nationals to transfer to foreign 
accounts was very much easier to obtain than foreign cxcliangc 
because the ultimate decision was left to die so-callcd Authorized 
Dealers. The form E.t, which was necessary before doing so, was 
much less detailed, not numbered and did not require to be made 
out in duplicate. It was mainly devised to guard against transfers 
to enemy nationals. Thus, even though the Treasury strenuously 
denied any discriminatitm against the invoicing of imports in foreign 
exchange such discrimination did persist. In diis way die loss of 
exchange to the Control due to the first reason was aggravated by 
the unfavourable internal consequences of depreciation to the 
economic system as a whole. 

The loopholes in the Exchange Control in the first two or three 
months after the outbreak of hostilities were made even wider by 
the peculiar pohey followed with respect to the personnel appointed 
to manage this, one of die most central and at die same time most 
complicated pieces of the control machinery. The Exchange brokers, 
having lost dieir livchhood, were chosen to supplement the staff 
of the Bank of England in fulfilling its new dudes. They had 
previously been acting mainly as automatic telephone centres. The 
actual execution of control was entrusted to so-called Authorized 

^ The foreigner would undoubtedly have charged higher prices m tenas of steeling. 
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Dealers. All joint-stock banks in Great Britain were given this 
character, and ‘oversea’ joint-stock banks were entrusted to deal with 
the currencies of the countries witli wliich they had connections. 
The greater proportion of these banks and most of the branches of 
all of them had never dealt in foreign exchange before. The private 
bankers who had in the main specialized in this business were 
excluded from their number. They were later given powers to 
deal with applications for sterling transfers (E.i). The intricate 
arrangements about commissions^ on the one hand, and the fact 
that control was left in the hands of competing banks interested in 
the volume of their business on the otlicr, resulted in a further 
weakening of the control^ and also tended to increase the importance 
of sterling invoicing of imports, thus exerting a further depressing 
influence on the ‘free sterling’ rate. 

Finally, no effective control was exercised on payments to coun- 
tries which were members of the sterling block. As the strictness 
of the regulations and administrative ability in these countries 
(including not only the Dominions but also Iraq and Egypt) was 
rather varied, further not negligible loopholes were opened in 
the exchange control. Expert opinion puts the loss in foreign 
exchange on this score at another ^50 million in the first six 
months of the war. Tliis estimate in all probability errs on the low 
side. 

m. THE STRATEGIC RETREAT FROM THE ‘INTERNATIONAL* STERLING 

(a) The attempt at a compromise solution 

*1 know what you are tlunking about, said 7'wecdledurri, but it isn’t so, 
nohow .’ — Through the Looking Glass. 

The process of tightening the foreign exchange control and 
solving the foreign trade problem began almost immediately after 
the first regulations had been issued. On September 14th an attempt 
was made to solve unilaterally the problem of payments to France. 
No unification of the Allied Controls and estabUshment of a com- 

^ Autliomcd and other bankers were allowed to charge J per cent commission to the 
{mblic. Authorized dealers handling the order of a non-authonzed banker were given ,^2 
cent commission by the Bank of^England, but could not charge anything to the on- 
authorized bank, thus losing per cent, 

* The exemption of ‘pre-hostihty’ contract.s from control or rather the lack of regulation 
about proof concerning such transactions has a similar eflfcct. There were violent denials 
that capital export had taken place. The rate at which privately-owned foreign securities 
were taken over (the first, very haphazard, list was published in February, the second, and 
more comprehensive, in April), does not bear out these demds. 
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mon policy took place. On September 21st powers were taken to 
control the proceeds of exports without attempting to deal widi the 
problem of prices. On October 4th a circular was sent to authorized 
dealers requesting them to discourage the invoicing in U.S. dollars 
of imports from other countries, Injports from countries witli 
restricted currencies were to be invoiced eitlier in sterling or in the 
currency of die exporter. This attempt at bilateralism was repeated 
by a further cxliortadon on December 14th to the British Chambers 
of Commerce. It was rendered completely nugatory by the con- 
tinued permission to foreigners to sell sterling balances to aliens 
of any nationahty. 

A beginning was made with the control of credits in sterling to 
the account of foreigners by requiring the production of documents 
prior to effecting the transfer (November 23rd). But the procedure 
was still not made identical with, nor as severe as, die applications 
for foreign exchange. Some beginning was also made at least in 
the collection of statistics of dealings in non-‘specified* currencies. 
The new regulation also gave power to the Treasury to buy foreign 
exchange and gold holdings by compulsion. Two further amend- 
ments were made in the regulations governing security transactions 
between residents and foreigners. 

This phase of the Control closes with the batch of regulations, 
amendments and instructions issued on December 22i>d, 1939, and 
January 3th, 1940, to come into effect on January 8th, 1940. These 
regulations at last made the requirements to be fulfilled in the case 
of transfers of sterling to the account of foreigners identical with 
applications for foreign exchange. Once the foreigner obtained 
sterling, he continued to enjoy the freedom outlined above. At the 
same time credits to foreigners were made more difficult to obtain. 
Finally, a strict clearing agreement was announced between this 
country and France. But no attempt was made to arrive at a unified 
pohey or full agreement over the principles of war controls. Noth- 
ing was heard about agreements with other sterling countries 
concerning the establishment of a joint control through clearing 
agreements, though articles in the Economist suggest that some agree- 
ment was arrived at in respect of the sterling balances of these 
countries. And the control exercised in these countries, payments 
to which from this country were completely exempt from restric- 
tion, showed considerable differences in strictness. The Canadian 
measures passed in October surpassed in strictness the contempora- 
neous British regulations. For example, they prohibited the sale 
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of coHimoditics on long credits or at below fair price. No such 
provision was enacted in Britain. 

The system thus established remained in force until the ‘freedom’" 
of sterling was made increasingly unreal by measures prohibiting 
its use for the purchase of a growing number of British products. 
This represented a compromise between control and bilateralism 
and the wish to avoid what was still erroneously regarded as ‘block- 
ing’. The consequences of this failure to deal witli the basic problem 
continued to weaken the reserves of the country, though the semi- 
official statements issued from time to time were finally strenuously 
re-emphasized in Parliament by the Chancellor,' who maintained 
that the turnover of the free market was trivial and that no export 
of capital had taken place. The subsequent complete change of 
policy throws in tins connection an interesting light on the eftbetive- 
ness of Parliamentary control by questions. 

More fundamental were the changes in import and export pohey 
during tliis period. The control over all foodstuff imports was 
assigned to the Ministry of Food. The import of a growing number 
of articles was controlled and the quotas were slowly though not 
sufficiently reduced. Finally, the outcry caused by the very sharp 
slump of British exports led to a growing agitation for remedial 
measures. The procedure neccssar)^ for obtaining export licences 
was speeded up. The Board of Trade and the Ministry of Supply 
attempted to encourage exports by giving raw material priorities 
to firms which maintained their foreign trade. As this did not seem 
to produce adequate results the new President of the Board of Trade 
formed an Export Council.^ Apart from representatives of all 
Ministries concerned, prominent business men were invited to 
participate, a few of whom were to give their full time services. 
A statement issued^ announced that the Government would not 
hesitate to apply the most unorthodox methods in order to expand 
exports. The first months of the Council were taken up by the 
formation of Export Groups— with no powers except persuasion. 
The priorities for exports, however, were made more effective. 
Some recovery of exports did in fact take place. The problem of 
pricing and of stocking was not touched.^ 

^ The Economist^ April 13, 1940, p. 692. (Subscquenrly statements made to the U.S Irea- 
su^ in connection with Lend Lease indicated a loss of about £200 million : hardly a 
‘triviar sum.) 

® The Economist, February 10, 1940, p. 244; March 1, 1940, p. 410; March 16, 1940, p. 453. 

8 Cmd. No. 6183, 1940. 

* The formation of the U.K. Trading Corporation cannot be regarded as an effort to solve 
the general trade problem. It was a belated attempt to deal with tlie problem of competing 
with totalitarian trade methods in the Balkans. 
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(b) The Road to Bilateralism 

*Comranwisc, ccmtbucd Twecditfdee, if it was so it might be; and if it were so» 
it would; but as it isn't it aint.* 

The first step in the enforcement of strict bilateralism was taken 
in March, 1940. A new regulation^ was issued prohibiting the export 
of certain important commodities to free exchange countries except 
against payment either in the currency of the country to which the 
goods were exported or in sterling obtained from an authorized 
dealer (if the export was effected against sterling bills the Authorities 
had to be satisfied that the payment would eventually be effected 
by these methods). In May diamonds were added to the list of 
‘specified’ products. 

In so far as the commodities ‘specified’ were products of a colonial 
and luxury type, die price elasticity for which is low, this measure 
(which represented an appreciation of sterling by roughly 2 per cent 
— ‘free sterling’ was then quoted at 3*94) — ^was a step in the right 
direction even from the point of view of exchange rate policy. 
Prohibition of the use of British exports to enable foreigners to 
withdraw their capital was obviously a step essential for die pre- 
servation of our foreign resources. 

But the Authorities did not take any further steps. Hence the 
anomaly that foreigners could sell their ‘free’ sterling to each other 
continued. As a large part of the demand for free sterling was cut off 
the rate slumped fint, to roughly 3 • 70, afterwards moving around 3*50, 
and fell eventually, after the Norwegian war, to below 3 -20 to the 
dollar. This slump aroused criticism. The Authorities once more 
maintained that the free rate had no importance and that capital 
export was not taking place.* 

But with free sterling quoted at almost 25 per cent discount the 
interest for British exporters to invoice in sterling goods other than 
those specified was overwhelming. Quite apart from its internal 
repercussions on prices, this depreciation afected our economic 
system in two ways: certain imports, especially from countries 
which had introduced exchange control, were still invoiced in 
sterling at higher prices than would correspond to tlie official 
rate (for example, leather) and the non-spccified currencies— that 
is, currencies for which the Bank of England did not quote official 

> S. R. & O.. 1940, No. 291. 

* 'Further light was thrown on tlic topic of the imporunce of the free sterling market by 
the prohibition by the Argentine of the me of free sterling for payments in Great Britain.’ — 
Tims, April U, 1940. Unnecessary and harmful delays occurred in incorporating the Belgian 
and Dutch Colonial Empires into the sterling-franc bloc. 

F 
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prices — ^were moving with the free sterling rate* But in the case 
of most of these countries~and more especially Italy — depreciation 
was contrary to all sense, as we had a favourable balance with them, 
and we ought to have appreciated, not depreciated, sterling against 
them to help to liquidate the balance. This irrational position could 
not be expected to last.^ 

In the field of foreign trade policy, Hitler’s extension of enemy 
controlled territory (which, apart from its direct effects, meant a 
welcome lessening of the pressure for imports by the Foreign Office 
and the Board of Trade) and apprehensions about port facilities at 
last led to a sounder policy with respect to imports. All imports 
were now required to be licensed.^ If licences, especially general 
open licences, are still granted somewhat freely, if some essential 
imports are still not under sufficient control, it is to be expected that 
with the reorganization of the Ministry of Supply the import 
position will be brought on to a war basis. 

In the field of export policy the Board of Trade decided to 
promote exports not by reorganizing the export trade, or by 
restricting home demand, but by restricting home supplies. A 
restriction scheme was promulgated by the Restriction of Supplies 
(Miscellaneous) Order®. It was decided to apply it at the stage of 
deliveries from the wholesalers to retailers. As the Chancellor of 
the Exchequer failed even to approach a solution of the budgetary 
problem, quite apart from the fact tliat not even a solution of that 
problem could — as we have seen above — ^have provided a solution 
for the problem of limiting home demand, and as, on the other hand, 
no direct measures were taken to limit home demand, this policy 
would not seem calculated to provide a socially equitable solution. 
In fact retail sales remain high. Stocks are being exhausted. People 
with adequate capital reserves are providing for the future. When 
die full rigour of restriction really makes itself felt, the poorer classes 
win be further hit, as there is no safeguard that future supplies will 
be distributed according to need. 

As, moreover, the restriction scheme was operated in the distribu- 
tion sphere and merchants were allowed to cancel orders, while die 
manufacturers were unable to cancel their supplies, wliile trades 

^ The Authorities themselves evolved a distinction between ‘soft' and ‘hard* currencies. 
They took no steps, however, to ensure that arbitrage operations in free sterling between 
these countries should not render this distinction m effect farcical. In tlie meantime the 
distinction was operative only in so far as it complicated and slowed down direct purchases 
by Government Departments from certain countries. The old position by which control 
was made ineffective except in slowing down the war effort continued. 

» i). R. & O., No. 873 of 1940. a s. R. & O., No. 874 of 1940. 
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were thrown into utter confusion (especially cotton). No parallel 
planninjg in the production of raw material spheres having taken 
place, the reduction of output was left to chance. Hence mancial 
rather than efficiency considerations decide if and what factories 
should close down. In the main, as was to be expected, the reduction 
was effected by a general reduction of the scale of operations. In 
many instances Government orders were forthcoming to fill part 
of the gap. But as they, also, were unplanned, the method was 
calculated to maximize hardship for both employers and workers. 
The release of productive factors per unit of reduction of civilian 
supphes was reduced far below the level wliich could have been 
attained by a more careful planning and less reliance on bastard 
laissez faire methods. As cost per unit of both production and 
distribution must mider these circumstances rise, ‘even’ the Price 
of Goods Act does not seem an adequate safeguard against a further 
rise in prices. 

In the case of cotton the Goveniment at last perceived that the 
restriction of home supply and consumption could not automatically 
increase exports, A company, the first export company, was formed 
in July, the eleventh month of the war. Instead, however, of 
spreading the cost incidental to financing exports over the whole 
community according to capacity to pay, it now seems clear that 
a levy on the industry is planned. In so far as the Government is a 
large customer of the industry this will cause no damage. But, 
so far as civilian supphes are concerned, cotton is still bought mainly 
by the poorer classes. Hence wc are confronted with one more of 
the fashionable regressive extra-budgetary taxes.^ 


(c) The Present Position. 

In the beginning of June the free sterling rate moved to below 
3*20 to the dolliir. 

At that moment the Treasury suddenly decided drastically to 
reverse its policy. The new regulations were passed with such speed 
that their operation had to be postponed for a few days after their 
passing because of the repercussion on exports. Foreign securities 

^ Some of the export groups now seem to operate as export cartels. In so far as internal 
compeadon is avoided this is all to the good. But it does not solve the problem of subsidiza- 
tion. It is not clear whether these export groups have been assessing levies or not. In August 
the export insurance schemes were further extended to cover normally uninsurable risks. 
This amounts to a subsidy, but as it is haphazard in its operation it can only palliate the 
problem and not solve it. The time still docs not seem to have arrived when a systematic 
scheme will replace piecemeal messing about. 
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were completely blocked — presumably because there were no 
means at hand for distinguishing between ‘financial’ and ‘com- 
mercial’ sterling, a distinction so contemptuously rejected before, 
and which would have served its purposes so well. Hence extreme 
measures had to be taken to shut off this source of firee sterling.^ 

The new order (S. R. & O., 1940, No. 892) , followed by a more 
comprehensive one (S. R. & O., 1940, No. 1254), finally ended 
the ‘international’ status of the pound, so heroically defended for 
almost a year. The first order provided that all exports firom Britain 
to ‘specified’ countries were to be paid for in sterhng obtained from 
the Control or firom ‘special’ accounts (the rate for w'hich is the 
official rate and which can be credited only for specified reasons 
and with the permission of the Bank of England) or in foreign 
exchange. It was announced that payments agreements were to 
be negotiated with all neutral countries. The second order also 
regularized the position with respect to the United States and 
Switzerland, the only two ‘free currency’ countries, and systematized 
the position with odier countries. 

The scheme as now in force amounts to a modified form of clear- 
ing agreement. The rates of exchange are fixed. ‘Special’ or ‘regis- 
tered’ accounts as the case may be are used exclusively for current 
transactions. In the case of a few favoured cotmtries ‘sterling area’ 
accounts have also been created into wliich the interest and other 
income due to foreigners from sources other than current trans- 
actions may be paid (and amounts can also be transferred from 
registered or special accounts of the same nationaHty). These 
accounts can be used only for specified purposes inside the sterling 
area. Balances cannot be transferred from one nationality to another. 
The ‘free’ sterhng balances which remain can be used, in die main, 
only for transfer to foreigners of the same nationality or for payment 
for purposes other than those in respect of which ‘registered’ or 
‘special’ accounts sterling must be used. As the volume of these 
balances camiot increase they represent no further problem. As 
‘arbitrage’ is prohibited, the ‘free’ rates will of course be different in 
difierent countries. 

With this measure full bilateralism was established in principle. 
Payments agreements were negotiated with speed, and at the 
moment of writing include all important countries. The loopholes 

^ The enabling regulation was issued on May 12 (S, R. & 0.» 1940, No. 708). The last 
links in the exchange control were also tightened up (bearer bonds, etc.). Curiously enough, 
no stamping of home-owned securities was ordered, which would have rendered the cxccu- 
tion of this order much easier. 
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in our exchange control have been stopped except perhaps as far as 
price control over exports is concerned. 

Yet the reversal of the declared policy of the Treasury has not 
resulted in such reorganization of our foreign economic policy 
as would be necessary to secure the maximum gain from our 
exports: 

{^) We have now die possibility for discrimination. But all agree- 
ments have been negotiated either on the basis of the 
‘official’ rate or the last ‘free’ quotation. The latter basis 
(Portugal) is especially reprehensible. No attempt seems to 
have been made even to establish ‘special’ accounts with a 
high rate for sterling for the purchase of specific commodities 
(wine, etc.) in which wc have a strong bargaining position. 

(b) No attempt has been made (except in the case of films) to 
use the device of blocking for the purposes of obtaining 
credits (especially in the case of agricultural products). 

(r) The absence of ‘financial’ or ‘security’ steiling inflicts im- 
ncccssary hardship on foreign owners of British securities. 
There is no sense in completely blocking these securities. 
What ought to be forbidden is the use of their proceeds for 
other than ‘capital’ purposes. If there were more sub-division 
of sterling a much more elastic policy would be followed. 

(d) Budgetary, exchange rate, internal production, and export 
price policies still lack co-ordination. It is foolish to inflict 
hardship without purpose on employers and labour. The new 
measures imply an appreciation of sterling by almost 33 per 
cent for most of our exports to U.S. Docs the Treasury think 
that a policy of penalization and exhortation will, under 
present conditions, result in increased exports? 

(e) The all-important problem of stocking has not been even 
tackled (except in a very half-hearted way in the case of 
coal). 

(/) By a continued lack of inter-imperial co-ordination and super- 
vision one of the most important sources of leakage and 
divergence still persists. 

(g) The method of payment of balances accumulating in the new 
special and registered accounts has not been published, except 
in the case of America, where gold or dollar payment is 
stipulated. It is to be hoped that a growing proportion of 
exports will be paid for in some kind of blocked sterling and 
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diat die question of the liquidation of our fore^n assets and 
repayment of our loans wul be regulated. No indication has 
been forthcoming that new methods are being followed in 
these directions. 

(ft) It is very much to be hoped that the statement alleged to 
have been made by Sir F. Phillips in Washington diat it is 
proposed to abandon the system of controls and return to 
laissez faire after the war is not a considered expression of 
Government poHcy. The reconstitution of our markets and 
of our foreign reserves is an essential problem of demobiliza- 
tion and would hardly be possible without strong controls. 


These arc specific points arising out of the export problem. But 
behind it all remains the unsolved question of total-war organization. 
As a sample of the whole war-economic organization, the history 
of our foreign economic war poUcy presents a melancholy picture 
of delay, lack of imagination and lack of initiative. The Government 
(and in this very compHcated field, as in others, this exclusivelymcans 
the Civil Service) were unable to free themselves of their peace- 
time prejudices, were unable to analyse afresh tlie new problems 
which were thrust on them by the war and wliich they could not 
escape. They resisted all change. They denied that problems 
existed. They countered criticism by statements as complacent as 
they were misleading. Finally, when they were driven in a sector 
to accept their critics’ policy, in their fundamental resistance to that 
very policy they robbed it of most of its merits by a continued 
lack of imagination and planning. 

The outworn divisions between the functions of Departments 
clearly demand an early review. It seems hardly tolerable that 
matters which are inheraitly interconnected and which demand 
unified decision and specialized expert knowledge, imagination and 
initiative, should be dealt with by two or more Departments, the 
permanent staffs of which, and more especially their Senior Officials, 
are overburdened by other tasks and, owing to their peace-time 
traditions, have divergent outlooks and methods of approach, and 
that an uneasy compromise should then be laboriously worked out. 
It is useless to blame Ministers who cannot, in the nature of things, 
be expected to know the background of the problems or to form 
an opinion on the soundness of the solution. There is a basic conflict 
to-day between the facts of the position and the constitutional 



The Drift towards a Rational Foreign Exchange Policy 

fiction of Ministerial Responsibility for which a solution must be 
found. 

A system in which the concept ‘administration’ is separated from, 
and in most cases opposed to, ‘theory’, in which ‘intelligence’ is not 
equivalent to ‘action’, seems to suffer from grave handicaps when 
confronted with a system in which central planning is made elastic 
by decentralized execution. 
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WHAT IS INFLATION? 
by M. Kalech 

From BuitETiN, Vol. 3, No. 8 0une 7, 1941) 

A lthough the fundamental problem of war finance is: ‘How 
to avoid inflation?’ no generally accepted definition of inflation 
actually exists. Even less is known about how to measure the extent 
of inflation. In this paper we review briefly the most important 
current definitions of inflation and then try to elaborate a concept of 
inflation which gives a basis for its measurement. 

Budget Deficit Theories of In flation 

Inflation is sometimes identified with the existence of a large 
Budget deficit. It is not difficult to prove that this definition is not 
satisfactory. j(lt is now more or less generally recognized that with 
considerable unused plant capacity, unemployed labour and adequate 
raw material imports, even a big rise in the Budget deficit may not 
have any appreciable influence upon prices, and results merely in an 
increase of employment and output.' 

Thus, a Budget deficit does not necessarily involve inflation. ,On 
the otlier hand, it may be shown that a balanced budget is not a 
safeguard against it. Imagine diat income tax on higher income 
groups has been raised so much that the Budget deficit disappears, 
but that the rich people concerned do not curtail consumption but 
merely reduce their saving. Nothing happens, then" except that the 
amounts in <|ijiestion are taxed away instead of being borrowed;^ 
The conditions of demand for and supply of goods remain unaffected : 
if there was already ‘inflation’ it has not been stopped by balancing 
the Budget. In actual fact the rise in income tax is likely to press , 
down consumption of the taxpayers to a certain extent and affect the 
general economic situation through this channel. However, the 
extreme case considered above is not at all excluded. 

Since identifying the existence of a large Budget deficit with 

^ We ignore the influence of income tax on investment in fixed capital which in war-time 
is anyhow severdy restricted by direct controls, 
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inflatioft proves to be obviously unsatisfactory, an attempt is often 
mack to determine inflaidon as the amount by which the ddlcit is 
‘too great’ in relation to available ‘sa^gs . But here also a fonda- 
menw difficulty at once arises. In fact, a Budget deficit always creates 
automatically just enpugh Savings to finance iteslf. If, for instance. 
Government expenditure increases by an amount d without an in- 
crease in tax revenue, and private consumption increases by c, while 
private investment (that is, increase or decrease in fixed and working 
capital, in stocks, or in gold and foreign assets) remains constant, the 
total value of current production and thus current incomes increases 
by d + r- Since private consumption has increased by c, the excess 
of private incomes over private expenditure, or saving, increases by 
the amount d by which the deficit has risen. 

Since the deficit always provides automatically just enough saving 
to finance itself, the theory in question has tried to distinguish between 
‘genuine’ and ‘non-genuine’ savings. The argument runs usually 
as follows. To the extent to wliicb thedefidt is financed by long-term 
securities it is assumed to be covered by ‘genuine’ savings as opposed 
to its financing by floating debt. In particular, if Treasury bills are 
sold to banks and a corresponding amount of deposits accumulates, 
the Budget deficit is said to be financed by ‘credit creation’ not by 
‘genuine savings’, and it is this way of Government borrowing 
which is held responsible for the evils of inflation. 

It is evident, however, that the accumulation of bank deposits 
corresponding to the accumulation of Treasury bills in banks mea n s 

the Government. Thus 
of long-term securities 
in the hands of the public, in the sense that both mean an increase in 
the assets owned by individuals and institutions. Further, savings are 
‘invested’ in deposits citlicr because more of tliem are needed as cash 
balances for transactions, or because this type of reserves seems, for 
vwous reasons, more attractive than the holffifig of bonds. In the 
fiist case, deposits accumulating on current accoiuit are ‘tied up’ in 
settling transactions (chiefly by firms) and are not available for spend- 
ing on consumption. The second case, tlie accimiulation of deposits 
mainly on deposit account, docs nQt differ fundamentally firom 
mvestment in long-t?rm securities. It is sometimes said that it is 
easier to liquidate deposits than bonds and to use the proceeds for 
consumption. This, howc^, is rdevant onlyVhen actual dissaving 
takes place: as long as consumption is below current income the form 
in Wmch past savings are held is of no importance. And even in the 


an increase of the claims of the public against 
it is just as true saving as the accumulation 
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case of dissaving, the obstacles in parting with a bond as compared 
widi withdrawing a deposit seem to have been rather exaggerated. 
It follows clearly that the way of financing the Budget deficit cannot 
be considered the essence of inflation. 

The ‘Vicious Spiral’ 

Inflation is sometinres defined as a state in which a rising effective 
(money) demand for goods is not met by a similar increase in supply, 
hi its crudest form this theory identifies any rise in the general price 
level with inflation. This is obviously confusing the issue. For there 
arc many causes making for a highif price level, which are not 
‘inflationary’ in the proper sense. A rise in the price level due to 
devaluation of the currency, or an increase in wage rates followed 
by a rise in prices in an economy with unemployed resources, will 
not start the type of self-generating spiral process for which the term 
Inflation is generally reserved. 

However, if the above definition of inflation is understood in die 
sense that a growing demand for goods cannot he met by their growing 
supply owing to scarcity of plants, labour or raw materials, it comes 
very near to the truth. But even in this modified form the definition 
is too general. In particular it docs not indicate how to measure 
the extent of inflation. Since prices may, and do, usually rise not only 
owing to the scarcity of the factors of production but also to the 
subseguent rise in wages, the increase in prices cannot be considered 
such a measure. 

These shortcomings may be remedied if we focus our attention 
on the fact that the ‘vicious spiral’ arises because, after a fall in real 
wage rates, money wages cannot ‘catch up’ with prices and restore 
the real wage rates to me previous level. Tliis is caused by the fact 
that in die periods in question the supply of consumption goods is 
for one reason or another inelastic. 

If, for instance, employment and consequendy the wage-bill in 
the war industries rises, and it is impossible to increase the production 
of consumption goods, the prices of diese must rise even if die costs 
of labour and raw materials remain unaltered. For, unless purchasing 
power is cut by taxation or rationing, the increasing demand is 
confronted with a constant supply and it is the rise in price' which 
brings them into cquiUbrium. The rise in money wage rates caimot 
restore the previous level of real wage rates, and only produces a new 
rise in prices. For the root of the problem is the increase of the total 
employment not accompanied by die rise in the supply of consump- 
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‘ tion goods. Thus, if the consumption of non-wage>-eameis is not 
reduced correspondingly the average remuneration for an hour’s 
work in terms of consumption goods must fall. This is the actual 
cause of the ‘vicious spiral’. 

It muSfhe noticed that not every fall in real wages leads to a vicious 
spiral. If it is a result of the adverse terms of trade (for instance of the 
increase in the prices of imported raw materials) it may always be 
made good by a sufficient rise in money wages. 

Size and Structure ^tnfiatiott 

It follows that the characimstic of inflation will be the rise in price 
of consumers’ goods in gelatio n to the relevant costs of labour and 
faw materials. In ‘normal times’ when factors of production of a 
certain consumption good (say, cotton piece-goods) are in ample 
supply, diere wul be a more or less close correlation between its price 
on thopjK hand and the costs of labour and war material (say, cotton)^ 
on the The supply curves are then, on the whole, horizontal 
or slightly iSuif' Ctver the relevant range of output and therefore an 
increase in employment need not be accompanied by a significant 
fall in redjvages.vIDuring inflation the steeply rising part of the supply 
curve comes into the picture. Prices jump signfficantly above the 
value corresponding to the ‘normal relation’ between price and prime 
! costs. Imagine that this discrepancy' is lo per cent of the price. We 
may thai say that lo per cent of the total sales of the goods in question 
I constitute inflationary profits. And the sum of all such profits, 
wherever they exist, may be taken as the measure of inflation, 

Tliis approach has the advantage of not only measuring the global 
phenomenon, but showing in what sections of the community it 
really exists. This is very important from the poin^ of view of reme-j 
dies. It follows directly that to prevent ‘inflation in gei^icral’ one must 
deal with ‘inflations’ in particular groups of commodities, and this 
may be done only by rationing: to avoid inflation it is necessary to * 
cut purchasing power in those sectSts of the economy where it is 
directed on goods in short supply. 

{ It is, of course, necessary to take into account the fact that rationing 
of certain commodities will increase expenditure on others, the supply 
of which might have been previously adequate to meet demand and 
thus may create inflation in new scctit^s. Rationing, therefore, 

I should be sufficiently comprehensive to make impossible such ‘shift- 
j t ing’ of inflation from one section of the economy to another. 

^ And excise or duty if any. 
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The above theory permits us to put into &e true fwnpectivc the 
r6le of die Budget deficit in developing inflation. If Government- 
expenditure is very large and taxation relatively low, there will be 
a considerable increase in spendable incomes. Moreover, Govern- 
ment expenditure absorbs man-pcJWfr into the armed forces and war 
industries on a large scale. In such a situation bottlenecks arc likely to 
^evelop in various sectors of consumption goods industries, and diis 
leads to inflation in the above sense. However, the connection 
between the Budget deficit and inflation is not at all close. Pint,* as 
emphasized in the first paragraph, a bd^ced Budget does not mean 
necessarily that expenditure on consOTiption has been restricted 
sufficiendy to prevent inflation, because increased taxation may re- 
duce chiefly, not personal expenditure, but saving. We may add now 
» that even if taxation does press down expenditure on consumption 
I it may do so just with respect to goods which arc not in s hort sup|)ly, 

I and thus it does not relieve the pressure oiwnflaSonary sectors of 
the economy. Secondly, shortages in supply do notnefipteudly arise 
as a result of absorption of factors of production by Government 
expenditure, but for quite different reasons, as for instance curtail- 
ment of i mpor ts as a result of enemy action. Indeed, such shortages 
are very often more acute than those caused by the scarcity of labour. 


Two Forms of Hidden hijiation 

It is not difficult to see that running down of stocks may delay for a 
certain time the actual inflation. If demand for a certain commodity 
increases while the factors required for its production arc in short 
supply, its price may not rise if the deficiency in output is supple- 
mented out of stocks. Such a state of affairs is, however, clearly 
temporary : after exhaustion of stocks the inflationary rise in prices 
must set in. /It is dierefore reasonable to consider the running down 
of stocks of consumption goods a latent inflation which may be meas- 
ured by the rate at which stocks are being ©chausted. Here again, 
although the global amount of ‘latent inflation’ may be easily cal- 
culated by adding the value of particular items, the latter have a great 
significance for lotating in what sectors of the economy the latent 
inflation takes place. And the remedy against exhaustion of stocks 
« will be exactly the same as against the inflation proper: rationing of 
j expenditure on goods in short supply. ‘Latent inflation’ may, of 
course, and often does, go hand in liand with inflation proper : running 
down of stocks is accomplished by inflationary price increases. 

What happens if stocks of sonic comrnodities are exhausted, no 
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radoning is introduced, but prices are kept from rising by a rigid 
control ? There arises then what may be called haphgmd distribudon. 
It is not a state of inflation proper because prices do not rise. But 
bid ding fo r goods concerned goes on. It takes the form of customers 
, trying in as many shops as possible, illegal additions to the ofEcial 
I price, etc. One can say that is a state of repressed inflation. It is not 
measurable, but it has this in common with infladon proper, that it 
.„/ causes an inequitable distribution of scarce goods. It discriminates 
agamst people havmg no spare tunc or servants tor thorough 
shopping, being not pmona grata with a shopkeeper, etc. hr addition, 
it creates temporary^ortages and queues which compHcate enor- 
mously housekeeping and shopping. 

! Inflation cannot thus be considered overcome by mere control of 
prices. The only radical, fair, and efficient way of dealing with it is 
rationing. 





THE BUDGET AND INFLATION 

by M. Kalecki 

From Bulletin, Vol. 3, No. 6 (April 26, 1941) 

T he new budget proposals arc based entirely on an increase in 
income tax. The standard rate is raised from 85. 6d. to 105, and 
the ‘reduced rate’ from 5^. to 6s. 6d. in the pound. Tliis will add 
about ^125 millions to revenue. At the same time allowances 
and relief for earned income are substantially reduced and are 
estimated to yield also ^12$ millions. This measure cuts deeply 
into the lower income groups, and is expected to bring in 2,000,000 
new taxpayers at the lower end of the scale. The revenue from 
reduced allowances and rcHcf is to be put to the credit of the tax- 
payer ‘to be made available to him after tlie war in such manner as 
Parhament may determine’; but this future advantage is likely to be 
heavily discounted by the taxpayers. The level of tax-free income 
for a childless couple is now fixed at a week. 

It should be noticed that the new tax will practically cancel out 
the extra rate of over-time over normal time work and will also 
diminish the financial inducement for married women to enter 
industry. 

Is the Budget ‘realistic’? Does it really solve the problem of 
inflation ? 

The Chancellor assumes that without the new tax and Govern- 
ment expenditure ‘at homc’^ of ^3,700 millions the ‘inflationary 
gap’ would be of the order of £500 milhons. Out of tliis £230 
millions he considers covered by the new tax while for tlic other 
half he rches on an increase in personal savings. 

The Chancellor of the Exchequer calculates the inflationary gap 
as the difference between the future Government expenditure ‘at 
home’ of £3,700 and the sum of the tax revenue expected at ‘old’ 
rates (about ;{^i,6oo millions), plus, what he calls, the present level 
of savings (also about £1,600 milhons). On closer examination, 
however, these ‘savings’ appear to be the total sum available for 
Government borrowing from domestic sources; it thus includes 
the considerable amounts (perhaps about /^400 millions per annum) 
released by running down of stocks or provided by ‘inflationary 

^ By this is meant the expenditure exclusive of Lease and Lend aid and after deduction of 
net overseas payments of U.K, 
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sa^^iags^ — ix. by savings out of profits due to rises in prices dis- 

S ortionate to costs. Even if it is assumed that the ‘new’ ^^500 
on gap will be wiped out by the new tax and the increase in non- 
infiationary saving’, there remains still the gap which exists at present. 

It must be noticed, however, that for die financial year 1941-42 
the actual yield of die new tax is estimated at millions. And 
it is this amount which should be compared with the ‘inflationary* 
gap. True, in the ‘full year'' this yield is ^250 millions, but tliis 
rate of revenue will be actually acliicved only in the period autumn 
1941-autumn 1942, when die ‘inflationary gap’ may well be 
altogether different. Moreover, the estimate of the future increase 
in ‘non-inflationary’ savings is rather optimistic especially if con- 
sidered in conjunction with the increased taxation. 

Thus a sober view upon the situation is that the new Budget 
Will 3 iot prevent inilation, diat running down of stocks of consump- 
tion goods wliich takes place now will go on and will be followed 
by strong rises in prices in relation to costs. The symptoms of the 
latter process are already in sight. 

The Chancellor of the Exchequer promised to stabilize the cost 
of living approximately at the present level by means of subsidies. 
The subsidies arc a very valuable instrument to keep down prices 
of certain consumption goods in spite of increases in cost of raw 
materials used for their manufacture (due, for instance, to the rise iix 
freights) and may be so in the future. But this will not be the case 
if prices of consumption goods rise, not owing to their cost but to 
their shortage. Subsidies cannot produce goods. If supply is short 
of demand, prices tend to rise to adjust the former to the latter and 
subsidies cannot remedy the situation. 

The only way to prevent the rise of prices of goods in short supply 
is rationing. And it is important to have it introduced hejore stocks 
arc exhausted and tliis for two reasons. Firstly, a higher uniform 
ration k secured for a longer period, the alternative being un- 
necessarily high and unfairly distributed consumption until stocks 
are exhausted, followed by a very low ration afterwards. Secondly, 
low stocks mean always serious disturbances in die process of 
distribution such as temporary shortages and queues. 

The present budget, which imposes a heavy burden upon low 
and medium income groups, cannot be considered a safeguard against 
inflation. The only fair and efficient way to stop the inflationary 
tendencies is some type of comprehensive rationing which should 
be organized before stocks will fall to a dangerously low level 



THE BUDGET (1942-1943) 
hy M. Kalecki 

From Bxjlletin, Vol. 4, No. 6 (April 25, 1942) 

No InfliUion? 

I N the part of the Budget Speech dealing with the review of the 
developments in the last financial year, Sir Kingsley Wood stated, 
ratlrer confidently, ‘that during the last year we have definitely 
held our own against the onset of inflation. The enemy is stiU at 
our gates. Our vigilance must not be relaxed for a moment, but we 
can at least claim that as yet he has not established a bridgehead 
against our financial defences’. This statement seems to be a httle too 
optimistic. The Chancellor of the Exchequer rightly pointed out 
that the prices of controlled goods, especially of tfiosc entering into 
the cost of hving index, have been kept nearly stable since April of 
last year. There has, however, been a violent increase of prices in 
die uncontrolled sector both in food and in household goods. In 
these sectors a typical inflationary development has taken place. 

However, price increases out of proportion with costs are not the 
only symptom of an inflationary stituation. Another indication of 
divergency between demand and supply is die depletion of stocks. 
Now, what is called home disinvestment amounted in 1941 , according 
to the White Paper, to about ^360 milHon, and its rate in the last 
quarter of 1941 was probably substantially higher. Depletion of 
private stocks is certainly an important item in home disinvestment. 
Sir Kingsley Wood said on the subject : ‘I can say with some confidence 
that there has been no dangerous inroad into private stocks, although 
the supply of non-essential goods no longer currendy produced is 
naturally and properly gradually drying up’. It is rather difficult to 
imagine that there arc sufficient statistical sources to show that the 
‘drying up’ was chiefly in goods no longer currently produced, and, 
indeed, the White Paper’^ formulates this rather more cautiously, 
saying that deplerion of stocks ‘mainly affected finished products and 
non-necessary materials’. Now, there are two aspects of this process. 
First, it indicates that there was a discrepancy between actual con- 
sumption and the supply of consumption goods as determined by 

^ Cmd. 6347, page 4. *' 
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imports, home production, and the Government's policy of increasing 
or reducing their stocks, and as long as consumption is not diminished 
or supply, as ruled by the above three factors, is not increased, the 
reduction of private stocks will continue at the same rate* Secondly, 
the inroad into the stocks of ‘unessential' goods is by no means without 
danger. Among these ‘unessential* goods there are, for instance, 
household goods, the supply of which may be very important if the 
bombing of this country is renewed. 

Sir Kmgsley Wood stressed, with satisfaction, the rise in personal 
saving from 1940 to 1941. It should be noticed, however, that in tliis 
item there is a part which has not been saved voluntarily or as a result 
of orderly rationing, but was enforced by the difficulty of buying 
goods owing to shortages and queues, which arc a symptom of sat 
generis inflation. 

As one of the tools which greatlycontributcd to preventing inflation, 
the Chancellor of the Exchequer mentioned rationing. That was 
undoubtedly so, but rationing was radier a windfall to the Treasury. 
We found no mention of its being planned in the Chancellor's 
speech last year. And, indeed, it was introduced last year rather under 
the pressure of events than as part of a comprehensive plan to prevent 
a divergency between demand and supply from arising. This time 
the position is different because Sir Kingsley Wood explicitly relies, 
in his speech, on an extension of rationing in the next year to fight die 
‘enemy round the comer’. Let us hope that the extension will be this 
time introduced before the urgent necessity arises. 

Direct Taxation 

Although direct taxation plays but a small part in the Budget 
proposals, the problems connected with it were prominent in the 
Budget speech. The spreading of income tax to wage earners in the 
Budget of last year is generally known to have created severe difficul- 
ties. As was anticipated in this Bullethd it tended to hinder the war 
effort by taxing overtime pay severely and, to a lesser degree, but 
still very strongly, the wages of married women. The other problem 
was the formidable difliculty encountered in the collection of mcornc 
tax — which was originally designed for taxing the high and middle 
incomes — from wage earners. One of the problems involved was 
tackled radically by the Chancellor by increasing tlie allowance to 
married women in employment from £4$ to £80. There was, 
bowever, no mention of the problem of overtime although, for 

^ ‘The Budget and Inflation*, p. 86. 
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instance, the representatives of the shipyard workers stressed a few 
months ago the urgency of the problem. A small improvement in 
the technique of the collection of the tax has been introduced, but it 
can hardly be considered as satisfactory. Whether it would not be 
better to increase the earned income allowance and exempt thereby 
a great part of the wage earners from income tax altogcdier is an 
open question. The essential accompaniment of such a step, which 
would increase purchasing power and so be a weakening factor in 
the fight against inflation, is the greatest possible extension of 
rationing. 

Sir Kingsley Wood tried to show also that the taxation of the rich 
as a serious contribution to revenue is out of the question. ‘If we 
were’, he said, ‘to take away every penny of income above ^2,000 
from those whose incomes at present exceed jQ 2 ,ooo, die gain to the 
Exchequer and the decrease in current purchasing power would be 
about ^30 million.’ However, an estimate by Mr. Nicholson' 
shows that the excess of net incomes of those who at present earn 
more than ^1,200 after taxation is about ^80 million and therefore 
it remains an important source of revenue. It is quite true diat this 
‘taxing of the rich’ caimot be expected to contribute much towards 
fighting inflation, because they will be able to maintain their con- 
sumption by dissaving or to cut such expenditure, for instance on 
rent, which does not help in reducing the danger of inflation. But if 
taxation is considered not only as a weapon to cut consumption but is 
also imposed to reduce the future Govenimcnt debt, this source of 
revenue should not be neglected. Another source of revenue for this 
purpose may be an annual capital tax. 

Indirect Taxation 

The indirect taxation on which the current Budget relies may have 
two purposes: (i) to bring in more revenue and thus to reduce the 
future indebtedness of the Government, or (2) to curtail consumption 
and thus to prevent inflation. The first purpose is definitely the less 
important one, and might be best acliicved by taxation of liigh 
incomes and/or an annual capital tax. Total consumption will 
probably be curtailed by indirect taxation, because it will be a serious 
new burden on low incomes and the people concerned will be com- 
pelled to cut the consumption either of the goods affected (tobacco, 
beer, and entertainment) or, while maintaining their present con- 
sumption of these goods, to reduce their expenditure on other goods 

^ Sec page 237. 
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and scrvte. It is, however, paradoxical to maintain that such type 
of curtaihnait of consumption is a fight against inflation. To fight 
inflation by increasing prices is indeed self-contradictory. True, there 
is a difference between the price rises caused by indirect taxation and 
by laisser-faire inflation, because the first is planned by the Govern- 
ment and thus afiects only certain commodities. However, beer and 
tobacco are commodities of mass consumption quite comparable 
as necessities with certain types of food, and even in the luxury group 
which the new Budget proposals subject to double Purchase Tax are 
some which are commonly used by large masses of the population, 
as for instance cosmetics. One might argue, of course, that in the 
present emergency the use of cosmetics could be abolished altogether, 
but it is no proper solution of this problem to make diem so expensive 
that they will be accessible only to the relatively well-to-do. 

The tax on entertainment suffen from the general disadvantages 
of indirect taxation, and in addition it is likely to curtail consumption 
in a quite unhelpful way : the reduction in frequenting picture theatres 
does not release any raw material and hardly any labour for the war 
effort. 

Conclusions 

The danger of inflation in one form or another seems in the light 
of the above much graver than was depicted in the Budget speech; 
the more so that further cuts in supphes must now be expected. At 
the same time no satisfactory remedy against inflation is proposed. 
As pointed out above, indirect taxation does not in fact differ sub- 
stantially from laisser-faire inflation in its incidence upon consumers. 

It is significant that the best parts of the present Budget arc the 
amendments to last year’s and this year's Budget proposals: the 
increase in the allowance to married women in employment, the 
exemption of men in the Forces from tobacco tax, die exemption 
of utility clothing from purchase tax. This is not accidental. Neither 
direct nor indirect taxation are satisfectory weapons to copt with the 
problem of inflation, which consists in cutting consumption m an 
equitable way. This function may be performed only by a scheme 
of comprehensive rationing. 



THE BUDGET (1943-1944) 
by M, Kalecki 

From Bulletin, Vol. 5, No. 6 (April 24, 1943) 

I. In the present Budget, as in the last, the Chancellor relies for 
the increase in revenue on indirect taxation. The new’ taxes are 
expected to )’ield about ;£ioo milUon in a full year, and the leading 
roles are played again by Beer and Tobacco. 

There? may be two reasons for imposing indirect taxes. One is 
that, like any tax, they reduce die Budget deficit and thus ease the 
future burden of the National Debt. The second is that they press 
down consumption of either the article taxed or of other goods 
and services and dius are supposed to counteract the danger of 
inflation. 

With regard to the ‘revenue aspect' it has been argued in this 
Bulletin that it is not of primary importance.^ The increase in die 
National Debt does not constitute any burden for the economy 
as a whole, because the payment of the interest on it represents a 
mere transfer problem. It is only necessary to arrange a transfer 
in such a way that it should not disturb output and employment. 
Tliis may be acliieved by financing the interest on National Debt 
by an annual capital tax or a modified income tax.^ For such a 
financing of the interest on National Debt does not affect significantly 
the total volume of investment and consumption and thus is more or 
less neutral widi regard to output and employment. 

2, Even though many people may disagree with tliis argument 
most of them will probably accept the view that in the present 
emergency considerations of the future burden of the National 
Debt arc of secondary importance. However, for people concerned 
with the ‘revenue aspect’ (or with the prices of tobacco shares) it 
may be of interest that the prospects of tobacco consumption are 
now rather worse than a year ago. The heavy increase of tobacco 
duty in the last Budget caused only a shght reduction of its con- 
sumption in 1942-43 as compared with 1941-42. It must be taken 
into account, however, that almost diroughout 1941-42 there was a 
(sometimes acute) scarcity of tobacco which resulted frequently 
in rationing of customers by shopkeepers. The rise in tobacco 

^ M. Kalecki, ‘The Burden of the National Debt,’ see p. 124. 
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prices 1942-43 cut out the weaker consumer, reduced the pressure 
of demand and thus enabled quite a number of people to increase 
their consumption. As tobacco is now plentiful, however, this 
process of compensation will not happen again, and altliough the 
price increase is this time less, the fall in consumption may be 
much heavier than in the last financial year. It may be seen, how- 
ever, from the Budget estimates of the revenue from tobacco duties 
that only a slight fall in the consumption of tobacco has been 
assumed. 

3. Wc shall now consider in turn the ‘curtailing-oficonsumption 
aspect’ of indirect taxation. An increase in indirect taxes wiH 
normally reduce both consumption of the article taxed or of other 
goods, and savings. In the case of beer and tobacco, which are 
consumed by poor and rich alike, the effects are roughly as follows. 
Tlie poor man saves rather little and his saving is of what may be 
called an inelastic type (insurance, etc.), he must therefore cut cither 
his consumption of beer and tobacco or the expenditure on clotliing, 
household goods and entertainment. The more well-to-do are able 
to reduce their saving and thus to evade the pressure on consumption. 
Thus, even if expenditure on beer and tobacco took the same per- 
centage of lower and higher incomes the consumption of the poor 
would be likely to be curtailed more than that of the rich. How- 
ever, above a certain income Umit the expenditure on beer and 
tobacco in relation to income is the lower, the higher the income. 
Thus there are three reasons for the poor being penalized by beer 
and tobacco taxes: (i) the same percentage cut in consumption 
means greater hardship on the poor than on the rich; (2) the same 
percentage cut in the real income of the poor means usually a higher 
percentage cut in their consumption than in that of the rich because 
of their inability to reduce savings; (3) the percentage cut in real 
income of the higher grades as a result of increase in prices of beer 
and tobacco is smaller than in that of the lower grades. 

It is precisely for these reasons that curtailing consumption by a 
general price increase, i.e. by inflation, is considered undesirable. 
It is therefore paradoxical to fight inflation by taxation of semi- 
necessitics which has similar repercussions. Indeed, indirect taxation 
is notliing else but a Government controlled inflation. Also its 
repercussions with regard to the ‘vicious spiral” arc much the same. 
The workers asking for wage increases as a result of the rise in cost 
of living arc not interested in what way this rise has been brought 
about. The only important ‘advantage’ of taxation of tobacco and 
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beer in this context consists in the fact rfut tobacco is heavily tmder- 
wdghted in the cost of living index of the Ministry of Labour, 
and beer is not represented in it at all. But if an index deviates too 
much from the actual state of affairs it gradually loses its significance. 

But then, what taxes should have been introduced by die present 
Budget? None at all? That perhaps would be the most reasonable 
course to take. At the present juncture the fight against inflation is 
being actually waged not by the Treasury but by the Ministry of 
Food and the Board of Trade. For they have at their disposal the 
most effective weapon : the ration book. 



THE BUDGET (1944-1945) 
by M. Kakcki 

From Bulletin, Vol. 6, No. 7 (May 20, 1944) 

No New Taxes 

T he present Budget is the first of the war-time budgets that does 
not introduce any new taxation. In a fairly fully controlled 
economy like that of Great Britain, the importance of taxation as a 
means of curtailing consumption is in general very much reduced. 
Some sectors of the economy, however, remain still free. If the supply 
of goods and services in these sectors falls while incomes are still on 
the increase, direct taxation provides a useful weapon in the fight 
against inflation alongside with rationing and price control. Such 
is not, however, the situation at present. The rise in Government 
expenditure anticipated in the new Budget is small compared with 
the previous year. The transfer of workers from the civilian to the 
war sector of industry has more or less ended. Nor docs there seem 
to be any danger of a drastic reduction in imports which would 
necessitate cutting down rations and thus increase the pressure on the 
uncontrolled sector. In these circumstances a Budget without new 
taxes is even more natural than it would have been last year. For then 
the non-imposition of new uxes, tliough quite ‘safe’, might have 
required some additional rationing and price control. 

It should be added that the introduction of the pay-as-you-eam 
system, which in periods of rising incomes increases revenue as 
compared with lagging taxation, also exerts some pressure on con- 
sumption. For many people are likely to budget their consumption 
on me basis of their income net of the income tax paid in a given 
period. 

On closer examination of the Budget Speech, however, it becomes 
a little doubtful whether no measures equivalent to new taxation 
arc involved in the present Budget. The statement of the Chancellor 
of the Exchequer that he may not use to the full the weapon of sub- 
sidies to keep the cost of living at the present level, if it does not imply 
the cutting down of present subsidies, it means at least that in budget- 
ing subsidies no sufficient provisions have been made for preventing 
a rise in the cost of Hving as a result of tlie possible future rise in the 
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production costs of the respective goods. Now, an actual or potential 
cut in subsidies is equivalent to an increase in indirect taxes. In fact 
it is even more harmful than an increase in duties on beer, tobacco, 
etc., because it causes a rise in the price of necessities. 

Prices and Wages 

The Chancellor of the Exchequer stated that in present cir- 
cumstances he cannot consider the cost of living (as measured by the 
index of the Ministry of Labour) at the level of 25 to 30 per cent above 
pre-war as sacrosanct and that for the next year he guarantees only 
a level of 30 to 35 per cent above pre-war. The reason given for this 
change of policy is as follows. The cost of living index of the Ministry 
of Labour is now 28 per cent over the 1938 level. However, the index 
of retail prices of all consumption goods and services after eliminating 
the influence both of subsidies and indirect taxes was, in 1943, 
according to the new White Paper (Cmd. 6623), 43 per cent over the 
1938 level. This discrepancy between the ‘natural’ and artificial price 
level is considered dangerous by the Chancellor of the Exchequer. 

If, however, we use the information contained in the White Paper 
a very different picture emerges. We find, on the basis of these data, 
that the index of market retail prices (that is, prices actually paid by 
consumers) was 51 per cent higher than before the war. This is the 
‘artificial’ price level, in the sense that it is influenced both by subsidies 
and indirect taxes. When indirect taxes are subtracted and subsidies 
added wc obtain the figure of 43 per cent for the increase in the 
‘natural’ price level over pre-war which the Chancellor mentioned. 
Now, the divergence between these two indices is in the opposite 
direction to that stressed by the Chancellor^ who used as a measure 
of the ‘artificial’ price level the Cost of Living Index and not the figure 
which measures the overall increase in prices to consumers. 

How is it explained, however, that the cost of hving index is so 
much below the index of retail market prices calculated from the 
White Paper? This may first be due to the fact that prices relevant 
to working-class budgets increased less than those relevant to the 
overall consumption of goods and services. (To the extent to which 
this is the case the figure for the increase in the retail prices net of 
subsidies and taxes which is relevant for comparison with the cost 
of hving index wiH be below 43 per cent mentioned above). But a 
far more important reason for the discrepancy in question is that 
subsidized necessities are heavily overweighted and goods subject to 

^ Because indirect taxes, m fact, heavily outweighed subsidies. 
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indirect taxation heavily under-weighted in the Ministry of Labour 
cost of living index. If the necessary corrections were introduced it is 
likely that the cost of living index would show a rise as compared 
with the pre-war level of 48 per cent or more.^ If this is taken into 
account the rise in money wage rates by about 40 per cent as com- 
pared with pre-war is likely to represent some fall in real wage rates. 
The results of the above discussion are shown in the following table. 

Increases in Price and Wage Indices as Compared with igjB 

Retail market prices of consumption goods and services in 1943 

(White Paper) . . . . . . . . . . . 51 per cent 

The same prices after subtracting taxes and adding subsidies in 1943 

(White Paper) . . . . . . . . . . . . 43 „ „ 

Ministry of Labour Cost of Living Index, March, 1944 . . . 28 „ „ 

Probable increase m price index of working-class consumption . 48 „ „ 

Index of money wage rates (Ministry of Labour Index). January, 1944 40 „ „ 

Now, quite apart from the validity of the above argument, let us 
consider what would be the result of an increase in retail prices relevant 
to working-class consumption. First of all, the wages of several 
millions of workers will rise immediately, because of existing agree- 
ments linking wages to the cost of living. Other workers are likely 
to press for corresponding increases and it is difficult to see on what 
grounds these claims can be rejected if some millions have already 
obtained a rise. This rise in wages will lead to further price increases. 
Blit, even provided that the policy were successful in reducing the 
relation of wages to prices (that is, real wages) by increasing the cost 
of living without this having a proportionate effect upon money wage 
rates, what would be the inTj-ilications of such a policy? The Chan- 
cellor of thcExchcqucr, quite rightly, considered that tliis would make 
it possible to abolish controls earlier without causing an inflationary 
rise in prices thereafter. But the inflationary pressure after decontrol 
will be reduced only to the extent to wliich prices have risen in relation 
to wages before it. In short, tliis method amounts to preventing price 
increases after decontrol by making prices rise in the same proportion 
earlier. Just like indirect taxation, it consists in replacing spontaneous 
inflation by a planned increase in prices. 

The Price Level and Foreign Trade 

The Chancellor of the Exchequer also mentioned that the subsidies 
to keep down the cost of living arc necessitated not only by the rise in 
cost of production due to wage increases, but also by increases in 
prices of foreign raw materials. He considered it dangerous to in- 

^ Cf. J. L. NichoUoii, ‘Employment and National Income during the War/ p, 202. 
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crease beyond a certain limit the gap between home and world market 
prices. The dangers involved in such a situation are not very clear. 
The relatively low level of home retail prices cannot in any way 
impair the position of exports. It is true that to the extent to which 
it increases the purchasing power of the population it raises the 
demand for imports. The Chancellor of the Exchequer indicated, 
however, at the beginning of his speech that the Government is 
committed to a full employment policy. Under laisser-faire, higher 
prices in relation to wages would depress effective demand and 
employment and thus reduce the demand for imports. In the regime 
of full employment, however, the deficiency in effective demand 
would be made good by counter-measures and thus the demand for 
imports would be roughly maintained. 

It is true that in particularly unfavourable conditions for exports, 
full employment may lead to difficulties in equilibrating the balance 
of foreign trade and dius cause bottlenecks in the supply of imported 
goods. The problem arising out of this situation would have to be 
solved by rationing and controls. 

The above analysis shows that it is difficult to find any advantages 
in the abolition of the price stabilization policy. The upward revision 
of the cost of living will contribute nothing to the solution either of 
home or foreign problems, but will stimulate a rise in wages and as a 
result lead to further price increases. 



THE WHITE PAPER ON THE NATIONAL 
INCOME AND EXPENDITURE IN THE 
YEARS 1938-1943* 

by M. Kalecki 

From Bulletin, Vol. 6, No. 9 Quly i, 1944) 

I N the following pages a number of problems connected with war 
finance arc discussed on the basis of the information given in the 
White Paper. 

The Relative Share of Wages in the Product of Industry 

Before ^alysing the data concerning the relative share of wages 
and other incomes in the distribution of the product, we must 
discuss a theoretical question relevant to this problem. As is well 
knov^’n, the magnitude of profits depends on the valuation of stocks. 
In the White Paper (Cmd. 6623) no attempt is made to eliminate 
the change in the basis of valuation of stocks from the beginning 
to the end of the year. This actually amounts to the valuation of 
stocks being made on a cost basis tliroughout, for in the period 
of continuously rising prices (1940-1943) firms preferred (for tax 
purposes) to value their inventories at cost rather than at current 
prices; and for 1938 the valuation at cost and at current price 
would have given similar results. 

If we want to obtain a figure for disinvestment in stocks, that is, 
a measure of their quantitative reduction, we have therefore to correct 
the White Paper figures for the changing basis of valuation of 
inventories, and we obtain correspondingly a corrected figure of 
profits. It can be shown, however, that for die present purpose of 
analysing the distribution of die national income such a correction 
is probably not necessary, and that the uncorrected figures of 
profits given by the White Paper are more adequate for this purpose. 
With me valuation of inventories at cost, profits in a given year 
arc equal to sales minus the factors of production purchased during 
the year plus inventories at the end of Ae year at cost minus inven- 
tories at the beginning of the year at cost. This means that profits 


^ Revised on the basis of Cmd. 6623. 
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are equal to sales minus the cost of factors actually used in die produc- 
tion of goods sold during the year. If a is the value of sales, b = the 
value of the factors of production purchased during the year, b' == 
the value of the factors used in manufacture of the goods sold during 
the year, q = inventories at the beginning of the year and — 
inventories at the end of the year, profits are equal to a — b + Cj 
~ Cj or a — (b + Cl — Cj). But b' — b + Ci — Cj and thus profits 
= a — b'. Now if entrepreneurs, as seems usually to be the case, 
do their pricing on the basis of purchase cost, then profits, as defined 
above, plus overheads correspond to gross margins assumed in 
pricing. It is this figure, therefore, wliich must probably be taken 
into account in the analysis of the distribution of the national 
income. 

We shall calculate first the relative share of wages in the national 
income, not including in either the remimeration of soldiers. As 
in die White Paper wages in the strict sense are shown separately 
from the pay and allowances of H.M. Forces and Auxiliary Services 
we obtain directly: 

igjS 1939 1940 I94t 1942 1943 

National income . . 4.619 4,970 5,913 6,877 7,554 8,079 

Pay and allowances in cash and 
kind of H.M. Forces and 

Auxiliary Services . . • *78 124 386 622 805 999 


National income less soldiers’ 

remuneration . , , . 4,541 4,846 5,527 6,255 6,749 7,080 

Wages 1,735 1,835 2,115 2,419 2,708 2,916 

Relative share of wages .. % 38*2 37*9 38*2 38*6 40*2 41*1 

The relative share of wages in the national income, less soldiers’ 
remuneration, was more or less stable at the pre-war level up to 1941 ; 
in 1942 and 1943 it was significantly higher than in 1938. As we shall 
see, however, tliis is due to the relative fall in the income of ‘non- 
wage industries’, namely of real estate and retail trade (the latter 
employs shop assistants, but they arc classified in the White Paper 
as salary earners) and to the fall of overseas incomes. To cHminate 
these factors we subtract rents, gross income of the retail trade and 
(very roughly) overseas incomes from the national income before 
calculating the relative share of wages. 

The sum of rents (only residential, because rents on factory build- 
ings, etc., wliich arc mostly imputed, must be considered rather a 
part of the income of the respective business) and the gross income 
of the retail trade has been estimated for the years 1938 to 1943. We 
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now subtract the respective figures from the national income and 
adculate the relative share of wages on a new basis; 

mS 1939 1940 1941 1942 1943 

National income less soldiers* 

remuneration - - . • 4,541 4,B46 5,527 0,255 6,749 7,080 

Estimate of residcntal rents and 

gross income of retail trade 960 970 970 950 970 950 

National income less soldier’s 

remuneration, residential 

rents, and inc. of retail trade jQm. 3,581 3,876 4,557 5,305 5,779 6,130 

Wages ^m. 1,735 1,835 2,115 2,419 2,708 2,916 

Relative share of wages . . % 48*5 47*5 46*5 45*7 46*8 47*5 

We must still deduct from the national income the income from 
overseas, which has no counterpart in wages. In 1938 the income 
from overseas was ^225 million; the deduction of this amount from 
the national income raises the relative share of wages from 48*5 
to 51-9 per cent. In the war years the income from overseas has 
considerably diminished; according to Cmd. 6707' it fell to ^97 
million in 1945. The net share of wages may be estimated now (in 
round figures) as follows: 

Hypothetical relative share of wages in the national income after deduction of soldiers* remunera- 
tion^ residential rents, gross income of retail trade and overseas income 
193 S im I94t> I94t t942 

Percent .. 51-9 50-0 48*0 47-0 48-0 48*5 

Tliis series gives us some idea of the movement of the relative 
share of wages in the national income after eliminating the influence 
upon it of the relative decline of important ‘non-wage industries’ in 
war-time. We shall now try to interpret this movement. 

We see that the relative share of wages shows a continuous fall 
from 1938 to 1941 and a rise in 1942 and 1943. However, the level 
reached in 1943 is lower than in 1938 (and 1939). 

It is interesting to notice that already in 1939 a significant fall as 
compared with 1938 is noticeable. Part of the decrease may be 
perhaps explained by high profit margins in armament contracts. 
(As an instance of these may be mentioned contracts for the con- 
struction of warships ordered from 1936 to 1939 described in the 
report of the Committee of Pubhc Accounts issued in 1943.) In 
1940 tliis factor must have been of much smaller importance; 
although some contracts concluded in previous years were still run- 
ning, they were swamped by new ones in which profit margins 
were much lower. There is, however, another factor which would 

^ Sutistical material presented during the Washington Negotiations. 
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account for a lower relative share of wages in the latter year as 
compared with 1938 (and 1939). The rise in the prices of raw 
materials in 1940 as compared with 1938 was much steeper than 
that in wage costs. If, as is plausible to assume, firms fix their prices 
normally by ‘marking up’ prime costs, that is, costs of materials and 
wages, overheads plus profits increase roughly in the same proportion 
as prime costs. Thus, if raw material prices rise more than wages, 
overheads plus profits also increase more than wages. 

The furmer fall in the relative share of wages from 1940 to 1941 
cannot be attributed to this factor as there was no important change 
in the ratio of prices of raw materials to wage costs. But, in this 
period there was an inflationary rise in prices in certain consumption 
goods, that is, price increases out of proportion to prime costs, due 
to demand outrunning supply. (A further reduction in profit margins 
in Government contracts probably offset partly the effect of tliis 
inflationary factor upon the relative share of wages). In 1942 and 
1943 the more rigid handling of contract prices and price control 
over consumption goods, while wage rates were still increasing, 
succeeded in reversing the movement of the relative share of wages, 
aldiough there might have been still inflationary price increases in 
some sectors.^ 

Disinvestment 

According to the White Paper the total amount of private dis- 
investment at home in the four years 1940-43 is ^770 million. We 
shall try to estimate this item in another way; in doing so we may 
also shed some light upon its components. They arc : (a) the reduction 
in the value of inventories except that caused by war damage and 
disregarding die increase in work in progress on Government account 
financed privately; (fe) the excess of maintenance and depreciation 
allowances over expenditure in new fixed capital, except that on 
making good war damage to buildings; (c) sales to public authorities 
of fixed assets previously owned privately. 

We shall try first to make a reasonable guess for item (a) : Let us 
start from the data on retail trade given in the Bank of England 
Statisrical Summary. In 1943 the value of non-food sales was 93 per 
cent of the 1939 level, and die value of non-food stocks at the end 
.of 1943 was 98 per cent of that at die end of 1939. Non-food retail 

^ The movement of the relative share of wages was of course affected by many factors 
not taken into account in the above interpretation. We have picked out only what seemed 
to us the most important dctermiiunts. 
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at 1938 prices have been, estimated to have fallen from 1938 to 
1942 by about 40 per cent, and from 1938 to 1943 by about 45 per 
cent. Jutting from the Bank of England data just quoted stocks 
must have fallen a little less, and thus we can take 40 per cent as an 
estimate of the fall in non-food retail stocks up to 1943 . The value of 
the relevant retail sales in 1938 may be estimated at about ^(^i.iooo 
milli nn which, assuming a period of turnover of three months, 
amounts to a level of stocks of ^275 milhon at the end of 1938. The 
reduction of 40 per cent in this is about {j.\o miUion (at 1938 
prices). 

We have seen that the non-food retail stocks have fallen more or 
less proportionately to die volume of sales. If we assume the same 
to be true with regard to manufacturing of non-food goods for home 
consumption and of goods produced for export, the resulting reduc- 
tion of stocks and working capital may be estimated at milhon 
at 1938 prices.^ Together with the reduction in retail non-food 
stocks this amounts to /^4io milhon (at 1938 prices). To this should 
still be added the reduction in the stocks of wholesalers, but there is 
al.so an offsetting factor, namely the reduction m stocks caused by 
war damage which must not be accounted for in our estimate. These 
two items may be well of the same order and we shall take ^410 
milhon at 1938 prices as the total disinvestment in stocks and working 
capital in production and distribution of non-food goods for home 
consumption and of goods in the period 1940-43 for export. This 
probably gives an approximation to the total disinvestment in stocks 
and working capital. The reduction in stocks of food, drink, and 
tobacco was probably a small item. (The reduction in fixed capital 
under construction is assumed to be accounted for in disinvestment 
in fixed capital.) At current prices this disinvestment may be esti- 
mated on die basis of available wholesale and retail price indices at 
something like ^6so milhon. 

It is not, however, this figure which is the component of the White 
Paper figure of total disinvestment. Indeed, the White Paper figure 
includes the change in the value of inventories, while what we liave 
calculated is the value of the quantitative reduction of inventories. 

^ It may be roughly estimated that the value of non-food home consumption at wholesale 
prices plus exports was in 1938 about £1,270 million. In 1942 the value of these two items 
at 1938 prices fell to approximately £670 million (cf. Sources of Mm^power in the War Sector). 
It may be concluded that exports and non-food home consumption fell by something Hke 
£600 millions at 1938 prices. Wc may further estimate that working capital and stocks in 
the manufacture of those products amoimted to something like six months* value of exports 
plus home consumption of non-food goods. Thus, if inventories have fallen proportionately 
to output of finished goods in question, the resulting reduction in stodu and working 
capital would amount to £300 million at 1938 prices. 
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Owing to the considerable appreciation of inventories in war years 
(in particular 1940 and ISNU) tne former figure is much smaller than 
me latter : the fiiH in A* pahtme of stocks was partly offset by the rise 
in the value per unit, ifojording to Mr. Bama^ the total appreciation 
is of the order of jQsoo million. Thus, out of ^6$o million, which is 
the value of the quantitative reduction, only ^([150 million will be 
left as a measure of the reduction in the value of inventories (exclusive 
of the value of the quantitative change of fixed capital under 
construction). 

We shall now examine the items (b) and (c), that is, disinvestment 
in fixed capital and sales of fixed assets to public authorities. Our 
starting point is the White Paper disinvestment figure for 1943, which 
is given as ^220 million. The reduction in stocks in that year must 
be assumed rather small, as the fall in output and consumption of 
non-food goods and probably in exports had more or less ceased. 
We may suppose tliat the current value of the quantitative reduction 
in that year was something of the order of ^^50 million. There was, 
judging firom the price indices, no significant appreciation or depre- 
ciation of stocks, so that we assume the fall in the value of inventories 
at jTso million, which leaves us with ^lyomilhon for disinvestment 
in fixed capital and sales of fixed assets to public authorities. The 
allowances for maintenance and depreciation arc estimated in the 
White Paper at ^475 million.* Deducting ^^170 milhon, we obtain 
^305 minion as a measure of gross investment minus sales of fixed 
assets to pubhc authorities. What about the previous war-years? 
The volume of gross investment was probably higher, cspeci^y in 
1940 and possibly also in 1941. The prices of investment goods were, 
however, lower and the sale of fixed assets probably higher than in 
1943. On balance the average rate of excess of depreciation allow- 
ances over gross investment p/ns sales of fixed assets to pubUc authori- 
ties might be not very different from that in 1943, that is, ^170 
million, and for the four years 1940 to 1943 this would make about 
^700 million. This, together with the decrease in the value of 
inventories estimated above at ^^150 million would amount to ;(^850 
million. It is this figure that is comparable with the total war-time 
disinvestment given in the White Paper at j[,770 milHon. The 
difference is considerable, but this is not surprising in view of the 
extremely shaky basis of our estimates and of possible considerable 
errors in the White Paper figures which are obtained as relatively 

^ Economic Journal, June->September, 1943, p. 264. 

* Exclusive of the greater part of the outlay on repairs except on tliose to buildings. 
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small Wancing items of two large amounts and therefore are con- 
siderably influenced even by small relative changes in these amounts. 

It is fairly likely on the basis of the above discussion, that our 
estimate of 11^850 million as the total disinvestment during the war 
is too great, so that wc may take it as the upper limit. What is the 
real disinvestment corresponding to this figure? Wc have assumed 
that stocks and working capital in the 'civilian sector’ fell propor- 
tionately to output. With regard to disinvestment in fixed capital, it 
has been assumed that the rate of gross investment, minuss^cs offixed 
assets to the Government, was at the rate of million p.a. at 
current prices, which makes something like £,200 million at 1938 
prices. Depreciation in war-time, based on purchase cost of equip- 
ment was taken as ^475 milHon; and thus gross investment, minus 
sales offixed assets to the Government at 1938 prices, would amount 
roughly to 40 per cent of depreciation, and gross investment by itself 
to something Ukc 50 per cent of depreciation (or more). 

The conclusion emerges from our analysis that gross investment 
in fixed capital was probably at a higher level than 50 per cent of 
depreciation (part of it, however, was used to make good war 
damage) and that stocks and working capital in the ‘civilian sector’ 
were not reduced more than porportionately to output. The latter 
explains why the considerable reduction of inventories did not affect 
the functioning of production and distribution in that sector. 

It should be stressed that the disinvestment both in fixed and in 
working capital discussed above applies only to the private sector of 
the economy.^ It is quite possible that the Government has acamu’-^ 
lated stocks of goods in war-time. As to Government investment 
in fixed capital not only have many State-owned factories been 
buUt, but dso the Government has financed a large amount of 
investment in privately-owned establishments and this investment is 
not accounted for either in the White Paper figures of disinvestment 
or in our guesses. It is, of course, difficult to assess to what extent this 
investment will remain useful for the economy after the termination 
of hostihtics. 

Personal Savings 

The aggregate personal income may be divided into three com- 
ponents : {a) direct tax payments, inclusive of those due for repayment 
after the war but exclusive of death duties and stamps on the transfer 

^ Disinvestment in fixed capital, however, includes that in the tion-tmr sector of public 
authoriucs (mainly local authorities). 

H 
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of property; (b) personal expenditure on consumption; (c) gross 
personal savings. The latter in turn may be subdivided into: (i) 
death duties, etc. ; (2) excess of direct tax Habilities over tax payments; 
(3) costs involved in the acquisition and transfer of property and Ufe 
assurance by persons ; (4) net personal savings. Gross savings provide 
a measure of savings out of current spendable income, if we make 
the plausible assumption that people budget their expenditure on the 
basis of their incomes net of taxes paid. The personal savings ratio 
on this assumption will be that of gross personal savings to personal 
income after payment of direct taxes (inclusive of those due to repay- 
ment after the war but exclusive of death duties, etc.). This ratio 
was as follows in the period 1938-43 : 

The Saving Ratio 

1938 1939 1940 1941 S942 1943 

Per cent 7*7 9-4 16*5 20*4 22*5 25«0 

If we deduct these percentages from loo we obtain the percentage 
part of spendable income consumed. The White Paper gives further 
the indices (1938 = 100) of real personal consumption, diat is, of the 
personal consumption in terms of constant prices. If we divide them 
by the percentages of spendable income consumed and relate the 
series obtained at the 1938 level, we obtain what may be called an 
index of real personal spendable income: 

Real Consumption and Real Income 

^939 mo m^ m^ 1943 

Real personal consumption 

(1938 « 100) . . . . 100 100 88 81 80 78 

Consumption out of spendable 

income % 92*3 90-6 83*5 79*6 77*5 75*0 

Real personal spendable in- 
come (1938 =: 100) .. 100 102*5 97 94*5 95*5 %*5 

The percentage of spendable income saved increased very con- 
siderably in spite of a slight fall in the real spendable income. This 
increase is thus entirely due to war-time conditions, because normally 
a fall in real income reduces the saving ratio. In 1940 it was mainly 
the voluntary effort which increased the saving ratio, while rationing 
and general uncertainty (which discouraged buying of household 
goods, etc.) played only a secondary role as stimulants of saving. 
The increase in the saving ratio in the subsequent years, however, 
was probably due mainly to limitation of consumption by rationing 
and shortages. 

We shall now compare the rise in personal savings with that in 
so-called small savings (Savings Bank Deposits, National Savings 
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Certificates, and 3 per cent Defence Bonds). We take personal savings < 
net of death duties, etc., and costs of acquisition and transfer of pro- 
perty, but gross of the excess of tax liabilities over tax payments. 
To the ‘small savings’ should be added the rise in coin and note 
holdings in the hands of ‘small men’ which most probably con- 
stituted a substantial part of the increase in the note and coin circula- 
tion. As there is no way of estimating precisely what part it was, we 
show in the Table both ‘small savings proper, and small savings plus 
the increase in the coin and note circulation. The adjusted figure of 
‘small savings’ is somewhere in between. For both these two variants 
wc calculate the difference as compared with 1938 level, and compare 
the result with the corresponding difference in personal savings, by 
calculation the ratio of the latter to the former. 



* Small Savings* and Personal 
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mo 

mi 

1942 

m3 

1. 

Small Savings 

Xm- 

4 

467 

601 

600 

719 

u. 

Rise over 1938 level 


0 

463 

597 

596 

715 

2. 

‘Small Savings* plus increase in 







cash circulation^ . . 

Xm- 

-3 

541 

744 

769 

.886 

2a. 

Rise over 1938 level 

Xm- 

0 

544 

747 

772 

889 

3. 

Personal savings net of death 







duties, etc. 

Xm. 

183 

712 

1,006 

1,274 

l»52l 

3<*. Rise over 1938 level 

Xm. 

0 

539 

823 

1,091 

1,338 

4. 

Percentage (!<*) : (3<i) 


86 

73 

54 

54 

5. 

Percentage (la) : (3<j) 



101 

91 

70 

67 


^Thc increase in cash circulation is calculated as the difference of coin and note circulation 
outside banks in January of the next year and January of the year considered (Source: Statis- 
tical Summary of the Bank of England). 


In 1940 and 1941 these ratios in both variants are much higher than 
in 1942 and 1943. This may be explained by the great role played 
in 1940 and 1941 by transfers from otlicr assets and investment of 
current savings of large savers. This process, however, could not 
continue indefinitely, because of the exhaustion of transferable assets 
of small savers and the reaching of the statutory limit of the respective 
small savings holdings by the large ones. 



THE PROBLEM OF ‘SMALL' SAVINGS 
by M. Kakcki 

From Bulletin, Vol, 5, No. 16 (November 20, 1943) 

T he recently published inquiry of Mr. Madge into the ‘War-time 
Pattern of Saving and Spending'^ provides some interesting data 
whicli contribute to the elucidation of the character of ‘small savings.' 
The object of a budget and interview inquiry^ were two large 
samples of manual workers’ and small salary earners’ families in Leeds, 
in the periods February-May and June-August, 1942, respectively. 
The results of this survey show that about 4 per cent of gross incomes 
was devoted to National Savings (p. 34). In an Appendix Mr. Roth- 
barth introduces a correction to tliis figure based on the fact that in 
the budget inquiry and in the interview inquiry in the second half 
of the survey (June-August) the percentage of saving was much 
higher than in the interview inquiry in the first half of the survey. He 
attributes this difference to the greater reliability of the budget inquiry 
and to the improvement of interviewing in the second half of the 
survey. The correction he introduces raises the percentage of savings 
in relation to gross income to about 5 per cent (p. 133). Tliis figure 
gives a basis for estimating the total rate of National Saving of manual 
workers and small salary earners by applying the above percentage 
to the appropriate aggregate income. The results of such a calculation 
must, however, be treated with great caution for two reasons: 
(i) Leeds may not be representative for the whole country, and (3) 
what is probably more important, the above percentage of savings 
obtained for Leeds may be too low because some people refused to 
be interviewed, and this may introduce a certain bias into the sample; 
for, as Mr. Rothbarth puts it, ‘thrift and sccrctiveness may correlate’. 

This second objection to the validity of the results of the survey 
may, however, be accounted for by estimating a plausible upper hmit 
for the bias in question. Out of all budgets and interviews attempted 
in the second half of the survey, 63 per cent were successful, 9 per 
cent doubtful or inadequate, and 28 per cent were refusals® (p. 38). 

^ Natiorwl Institute of Econo imr and Social Research, Occasional Paper, IV 
* The Budget inquiry was based on regular family budget records. The interview inquiry 
applied where people refused to keep budgets, it attempted to obtain data on income, 
spending, and saving in the past week, by interviews 
* 15 per cent total refusals, and 3 per cent cases where the husband refused information 
about the money retained by him. 
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The cases classified as doubtful and inadequate are those where the 
total amount of income did not square with spending, tax payment 
and saving. From various particulars given about this category in 
the report, it does not seem that these people were particularly heavy 
savers. We shall therefore assume that the percentage of saving in this 
category is the same as in successful budgets and interviews. It is in 
the case of refusals where we may suspect a correlation between 
sccrctiveness and thrift. We shall assume that half of the refusals 
were very heavy savers, and the otlier half saved at a normal rate. 
This assumption probably exaggerates the connection between 
sccrctiveness and thrift, because there are quite a lot of other reasons 
for not being interviewed, the simplest of which being that people 
may not like to be bothered. It follows from the above assumptions 
that 86 per cent are taken to save at the rate of 5 per cen t of their income 
while the remaining 14 per cent arc much heavier savers. We shall 
assume for them a rate of saving of 20 per cent. The resulting average 
rate of saving would then be 7 per cent. On this basis the Leeds rate 
of National Saving in 1942 was beween 5 and 7 per cent of income. 
Of course, this rate of saving may still not be representative for Great 
Britain as a whole; still, the amount obtained from the application 
of tliis percentage to the wage-bill and small salary bill will not be 
devoid of significance. 

According to the White Paper (Cmd. 6623) the wage-bil! (exclusive 
of pay and allowances to H.M. Forces) was in 1942 ^2,708 million 
and the salary bill 381 million. Further, it may be estimated that in 
1938 salaries below ^^250 a year constituted less, but not very much less, 
than 40 per cent ofthc total salary bill. ^ Thus, if we add to the wage-bill 
40 per cent of the salary bill wc obtain a reasonable figure for the wage 
and small salary bill. On this assumption we obtain ^3,260 million.^ 
Apply to tills 5-7 per cent, obtained above as the rate of National 
Savings in relation to income, we arrive at ^160-230 million. 
Wc may thus say that if the Leeds percentage of saving is represen- 
tative for Great Britain the contribution of manual workers and small 
salary earners to National Savings in 1942 was of the order of /^200 
million. This compares with the aggregate of about jC 6 oo million 
of small savings in 1942. It is more correct, however, to compare the 
£200 million working-class savings witli the ^^465 million invested 

^ Front] ‘Changes in Salaries in Great Britain’, by Joan Marley and H. Campion, Studies in 
the National Income, edited by A. L. Bowley in conjunction with the data on the aggregate 
salaries of shop assistants (whom we classify throughout as salary earners) and on the total 
^ salary bill. 

* The percentage error in this figure caused by an even relatively large error in the small 
salary bill is of no importance. 
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m National Savings Certificates and Post Office and Tmstee Savings 
Banks, because manual workers and small salary earners arenotlikciy 
to buy National Defence Bonds, the subscriptions to which amounted 
to about milHom Thus, working-class saving would make 

40 to 50 per cent of the increase in Savings Bank Deposits and National 
Savings Certificates. It may be asked how the rest of the small savings 
assets were absorbed. A certain part could still, even in 194a, be 
transfers from other assets. But this part is not likely to have been 
large in 1942, The rest might be current saving out of incomes of 
pensioners, wives of service men, of small shopkeepers and farmers — 
which again is not likely to amount to much — and out of medium 
and large incomes, in particular that done by wives and juniors. 

2. Mr. Madge’s report includes also an inquiry into a sample of 
Post Office Savings Bank accounts in Glasgow and Aberdeen. The 
changes in deposits were examined in half-yearly intervals from 
November, 1938, to May, 1941. Its results are therefore unfortunately 
not comparable witli those of the Leeds survey. The Savings Bank 
inquiry indicates that in the period November, 1939, to May, 1941, 
about one-third of Post Office savings in Glasgow and about 40 per 
cent in Aberdeen was due to increases in individual deposits by ;£i50 
or more in any half-yearly interval examined (p. 89; actually these 
rates of one-third and 40 per cent relate to the balance of increases and 
decreases in deposits by ^^150 or more in any half-year examined). 
Clearly this part of deposits corresponds to transfers or current savings 
of large savers. Out of the remaining increase in deposits 55 per cent 
in Glasgow and 68 per cent in Aberdeen was due to manual and black- 
coated workers; the rest were savings of traders {24 and 14 per cent) 
or juniors (21 and 18 per cent). It follows that the current savings of 
manual and black-coated workers in Glasgow and Aberdeen were 
of the order of 40 per centi of the total increase in Post Office Savings 
bank deposits. Mr. Madge states repeatedly that working-class 
savings arc invested to a much greater extent in Savings Banks than 
in National Savings Certificates; thus the share of workers in small 
savings, even excepting National Defence Bonds, must have been 
appreciably less than 40 per cent in the period November, 1939, to 
May, 1941. Tliis compares with 40 to 50 per cent obtained above 
on the basis of the Leeds inquiry for 1942. 

^ By multiplying 2/3 by 55 per cent and 0*6 by 68 per cent we obtain 37 per cent and 

41 per cent for Glasgow and Aberdeen respectively. Corrections for two factors should be 
introduced here, working-class ‘savings’ may still, and most probably do, mclude transfers 
amounting to less than £150 in half a year; some of the junior savers arc certainly working 
class. Bo& corrections are probably not very large and aa in opposite directions. 
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3. Hie results arrived at above will be helpful iij the analysis of the 
trend of small savings which is shown in half*yearly intervals from 
1940 up to date. 

TABLE I 

BATE OF SMAU SAVIKGS 
million 




3 per cent 

National Savings Savings Bank 



D^ence Bonds 

Certificates* 

Deposits^ 

1940. 

April-September 

94 

88 

71 

1940-41. 

October-March 

% 

97 

102 

1941. 

April-September 

90 

109 

111 

1941-42. 

October-March 

92 

136 

117 

1942. 

April-September 

55 

99 

115 

1942-43. 

October-March 

56 

125 

145 

1943. 

April-September 

69 

170 

146 


* Inclusive of the accrued interest- 

t Inclusive of the accrued iutercst not credited to depositor’s account. 

After small savings reached their lowest level in the middle of 1942, 
they have shown since that time a spectacular increase. In an carHer 
article^ we attributed the fall in 1942 to many medium and large 
investors having reached the statutory hmit in National Defence 
Bonds and National Savings Certificates, and we took it as an illus- 
tration of the considerable share of transfers and large savers in the 
National Savings. To what, then, is to be attributed the reversal of 
die tendency since that rime ? Let us analyze National Defence Bonds, 
National Savings Certificates, and Post Office and Trustee Savings 
Banks separately. 

With regard to National Defence Bonds we notice that the high 
level of 1941 has not been regained. The relatively high figure of the 
period April-September, 1943, is swollen by die Wings for Victory 
Campaign (March-June, 1943), and the consideration of the period 
after its end shows that the average for die calendar year 1943 will 
be appreciably lower. The position of National Savings Certificates 
is more complicated. It is now obvious that the low level in April- 
September, 1942, was partly a reaction to the ‘effort’ made in the 
Warship Weeks Campaign which swelled the figure for October- 
March, 1941-42. During saving campaigns some people probably 
transfer money to National Savings assets from other investments, 
but in the subsequent period they pardy offset it by investing their 
current savings in die latter. After ehmination of this factor the level 
of savings in National Savings Certificates in April-September, 1942, 
would probably be close to the (half-yearly) average for the calendar 
year, 1942, which was inilhon. A corresponding figure for 

^ ‘The Fall of Small Savings*, p. 113. 
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April-September, 1943, is— judging from the period preceding and 
following the Wings for Victory campaign — something of the order 
of jQiSO million (instead of ^170 milhon). 

This figure, however, is not stricdy comparable with that of 1942 
for another reason: it includes subscriptions to the new issue of 
National Savings Certificates the interest on which is not tax-free 
and which was made for the benefit of investors who have reached 
the statutory hmit in the old National Savings Certificates. In the 
period January-June, 1943, die subscriptions to this new issue of 
Savings Certificates fnade about 10 per cent of the total increase in 
Savings Certificates.^ Thus, /^II5 million in 1942 is comparable to 
something hkc 90 per cent of 2^15° million, diat is, to ^115 million 
in 1943. We thus obtain the following picture: 

TABLE II 

ADJUSTED SAVING IN NATIONAL SAVINGS CERTIRCATES (OLD ISSUE) 

Half-yearly Jf, rt^iUion 
Mid->1941 .. 109* 

Mid-~t942 .. 115 

Mid-1943 . 135 

* The figure April -September, 1941, from Table I; it differs little from the average of 
1941 which was ^^107 million. 

The net sales of National Savings Certificates thus adjusted show a 
continuous rise which was, however, much greater from mid-1942 
to mid-1943 than in the preceding period. The same tendency can be 
noticed in the Post Office and Trustee Savings Bank Deposits. (Sec 
Table I; adjustments like those made for National Savings Certificates 
arc not necessary here, because Warship Weeks and Wings for 
Victory Campaigns did not disturb this series to a great extent.) We 
are tlius stiU left with the question why the increase of small savings 
between 1942 and 1943 was considerably liigher than between 1941 
and 1942. With regard to National Savings Certificates the explana- 
tion may be the combination of two tendencies: (i) working-class 
savings increased steadily diroughout the period considered, (2) many 
medium and large investors reached the statutory limit between mid- 
1941 and mid-1942. The latter factor cannot affect the trend of 
Savings Bank Deposits, because in these not the total amount of 
deposits but the yearly increase is Hmited (to ^500). In both types 
of assets the slowing down from 1941 and 1942 could also be due to 
the saturation of transfers of small investors who exliausted their 
transferable assets. 


^ Cf. Banker^ October, 1943, p. 12. 



THE FALL IN ‘SMALL^ SAVINGS 
by M. Kalecki 

From Bulletin, Vol, 4, No. 15 (October 31, 1942) 

1 . In the Summer and Autumn of this year ‘smalF savings showed, 
for the first time since the beginning of the war, a definite tendency 
to decline. The fact was widely commented on in the financial press, , 
and it is interesting to inquire in some detail into the character and 
causes of tliis phenomenon. 

In the table below the various types of ‘small* savings (3 per cent 
Defence Bonds, National Saving Certificates, and Savings Bank 
Deposits) are shown separately in half-yearly intervals. 

RATE OP SMALL SAVINGS 
£ tnillion 



3 per cent 

National Saving 

Savings Bank 


Defence Bonds 

Ceriificates^ 

Deposits^ 

1940, April-Scpt. 

94 

88 

71 

1940-41. Oct.-March 

96 

97 

102 

1941, April-Sept. 

90 

109 

111 

1941-42. Oct.-March 

92 

136 

117 

1942, April-Sept. 

5,S 

99 

115 


^ Inclusive of the accrued interest. 

* Inclusive of the accrued interest not credited to depositor’s account. 

As we sec, the various types of savings were very differently affected 
by the recent fall. It was very strong in the net sales of 3 per cent 
Defence Bonds and the level of this type of savings is much below 
the corresponding figure for last year. The fall of investments in 
National Saving Certificates was also considerable, but still much 
smaller than in Defence Bonds, and the level reached was not 
much below that of the corresponding period of last year. Finally, 
the increase in Savings Bank Deposits remained nearly stable, and 
was liighcr than the level in the same period of 1941. To understand 
this divergency we must first say something about the general 
character of small savings. 

2. It has been repeatedly stated in the Bulletin that so-called small 
savings are by no means really the current savings of ‘small men*. 
This may easily be confirmed by comparing the total amount of 
small savings in 1941 with a crude estimate of these savings of workers 
and small salary earners in that year. It follows from the White Paper 

113 
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(Cmd. 6633) that the total wage and small salary bill in 1941 was 
somedung like ^^3 ,000 million. Further, according to the provisional 
estimate of Mr. Madge, the percentage of income saved by the work- 
ing-class in the shape of ‘small’ savings may be estimated at less than 
5 per cent. This would mean that these savings of wage and small 
salary earners in 1941 amounted to less than / 1 50 million. However, 
total ‘small’ savings in 1941 were j[,6oi million, so that the savings 
of wage and small salary earners contributed only about 25 per cent 
to the total of small savings, if the above estimate is correct. 

It should be noted, from what information is available, that 3 per 
cent Defence Bonds are in general not bought by working-class 
savers, but the above estimate of their share in ‘small’ savings 
is much lower even than the saving^ in National Certificates and 
Savings Bank Deposits only, which amounted in 1941 to ^427 
million. 

It is thus clear that a major part of ‘small’ savings is to be accounted 
for either by transfers from other investments or by the current savings 
of large savers. This is not only due to the savings campaign, which 
makes people tliink that it is particularly patriotic to invest as much 
as possible in small savings at the expense of other types of investment, 
but to the very advantageous terms which small savings offer to an 
investor. All three types of small savings have terms of withdrawal 
not very different from bank deposits, on which the rate of interest 
is negligible, while the rate offered on small savings assets is about 
the same or much higher (for National Saving Certificates) tlian 
on medium- and long-term Government securities. One may 
wonder whether, because of the limits of tliis type of investment, 
it is worth while for a large or medium investor to take this advantage 
into account. It is, however, easy to see that the total amount which 
could have been invested by a family in small savings, over the three 
years of the war, is not at all so smm A person can invest in 3 per 
cent Defence Bonds up to the limit of jT 1,000, in National Certificates 
up to the limit of £, 17 $, and in Savings Bank Deposits £$00 each 
year.^ That means tJiat over three years the total amount which 
could have been invested was £2,^7$, and for a family of four it 
would be ^11,500. This amount may be quite considerable, even 
for a rather wealthy person, especially with regard to the investment 
of his new savings during the tlirec years of war. 

3. Referring back to the table, we see diat savings in 3 per cent 

^ Actually, if a person has accounts both in the Post Office Savings Bank and in the Trustee 
Savings Banks he may increase his saving deposits at a rate of ,000 p.a. 
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Defence Bcmds maintained a steady level np to the Summer of 1942. 
As Defence Bonds are probably bou^t mamly by large and medium 
investors it may be asked why all the transfers were not made, say, 
in the first year and, after the limit had been reached, why they did 
not stop. The answer is, that the advantages offered by Defence Bonds 
might have been insufficient for many people to induce them to sell 
their other investmenB. However, when they considered how to 
invest new savings or the proceeds out of the compulsory sales of 
foreign securities called up by the Government and the redemption 
of home securities, it was quite natural for them to invest up to the 
limit in the securities which offered the greatest comparative advan- 
tage. But, of course, with the lapse of time, more and more people 
reached the Hmit and finally a decline in this type of investment was 
boimd to occur. 

The position with regard to National Saving Certificates was 
different in so far as a considerable proportion of these is accounted 
for by really small savers who have no chance to reach the limit for 
quite a considerable time. Their savings increased owing to the rise 
in the wage-bill and the difficulty of spending the increased earnings 
on account of rationing, shortages of goods and so on. This was 
sufficient to create a permanent rise in National Saving Certificates 
in spite of the fact diat here also the limiting factor for large and 
medium investors made itself felt.^ The effect of this latter factor on 
the recent fall of investment in National Saving Certificates may be 
partly due to the high pressure of the savings campaign during the 
London Warship Week in March, 1943, which was responsible for 
the high figure in the October-March period of 1941-42. This 
pressure might have induced many transfers to National Saving 
Certificates and in this way accelerated the process of reaching the 
Hmit. However, the fall in National Saving Certificates was less 
drastic than in Defence Bonds owing to the important part played 
by small savers. 

The position of Savings Bank Deposits is, of course, quite different 
from that of 3 per cent Defence Bonds and National Saving Cer- 
tificates, because what is here subject to the Hmit is not the total 
amount but the yearly increase in deposits. This explains why the 
Savings Bank Deposits were not affected by the recent fall in ‘small’ 
savings. The increase in this type of savings in the earHer period was 

^ As stated by die Chancellor of the Exchequer 60 per cent of the persons who acquired 
National Savings Certificates during the war, and who by now have reached the limit, 
bought the maximum amount at one time. 



Ii6 ^ Studies in War Economics 

to a gteat extent due, as in the case of National Saving Certificates, 
to a strong rise in the current savings of the working-^class. 

4. In discussions about the fall in small savings it has often been 
suggested as a remedy that the limit for National Saving Certificates 
should be raised in order to enable the ‘small’ saver to carry out his 
task. 

If, however, the ‘small’ saver is really small it is highly unlikely 
that his war-time savings could reach the limit of National Saving 
Certificates even if wc do not take into accoimt tlie fact that for a 
family the limit is proportionately higher. For imagine a worker 
who, starting to save on a large scale only in war-time — and this is 
tlic case with most of the workers — has saved up till now 
That would mean that he must save ;^I25 a year, and because it is 
highly unlikely that he can save more than 20 per cent of income this 
would mean that he must have earned over ;;^6oo (tax free) a year, 
which does not seem to be a very plausible figure. And, indeed, as 
stated recently by the Chancellor of the Exchequer, 95 per cent of 
the ownen of National Saving Certificates have not reached the 
limit.^ 

The effect of raising of the limit for the National Saving Certificates 
would be in fact: (i) to secure on paper a high level of savings which 
would result from the advantageous terms of National Saving 
Certificates; arid (2) to provide for investors an additional profitable 
opportunity at the expense of the Treasury. Fortunately the Govern- 
ment did not fully assent to this demand. The new issue of Saving 
Certificates, announced recently, yield less than a half as compared 
with the old issue. It is a httlc more advantageous than Savings Bank 
Deposits after deduction of standard income tax, but a httle less 
profitable than 3 per cent Defence Bonds after die same deduction. 
The limit for the new issue is However, even this limited 

concession is superfluous. If the public is anxious about the fall of 
‘small’ savings, the remedy is not to force them up at the expense of 
other investments and at an additional cost to die Treasury, but to 
explain that the figures of ‘small’ savings arc misleading, and may 
show a fall, although the total amount of personal savings (and in 
particular that of genuine small savings) is on the rise. 

^ 40 per cent out of the remammg 5 per cent bought the maximum amount in one lump. 
(The figure of 60 ;per cent mentioned in the preceding footnote apphes only to persons who 
bought their certificates during the war.) 



the distribution of WORKING--CLASS 

SAVINGS 

by Henry Durant and J. Goldtnann 

From Bulletin, Vol. 7, No. i Qanuary 13, 1945) 

I N discussing the incidence of savings among wagC'-caming families 
The Economist recently commented that "the problem can obviously 
only be settled by means of a much wider survey of the total savings 
accumulated in individual families’. Such a survey has, in fact, been 
carried out; an account of its results is given below. 

I. The Sample 

The enquiry was undertaken by The British Institute of Public 
Opinion in the Spring of 1944. The findings arc derived from a 
national sample of 1,153 working-class families who revealed both 
their weekly net family income and their total holdings of savings. 
The method of selection was that of stratified sampling described 
elsewhere.^ 

In a national survey comprising 3,465 interviews, 2,575 were 
obtained with either householders or their wives; 1,921 of these were 
classified as working-class.^ Families with no adult earner (mainly 
families of old-age pensioners and of men in the Forces) were 
excluded; they numbered 292. Of the remaining 1,629 wx>rking- 
class contacts 15 per cent were unable to give information on their 
family income, or refused. (Some of them answered the question 
on savings). Another 14 per cent, while supplying information on 
their family income, did not reply to the question about savings. 
Thus we arrive at an effective sample of 1,153 working-class families 
with at least one adult wage-earner. 

2. The Distribution of Satnngs 

The term ‘savings* referred to holdings of savings and was not 
restricted to .National Savings. Contacts were asked to state what 

^ See p. 299. 

* Altogether 4,143 persons were approached; of these 16 per cent refused to give an inter- 
view. This IS not much different from th«? proportion refusing to answer surveys containing 
only questions on opinion. Moreover, the interviews proceeded for sonic time until the 
, questions about savings and income were reached. Therefore^ these refusals to give an 
interview at all, may be held to be unrelated to savings and income. 

The classihcation into working-class and others is made by die interviewers on the spot, 
using a combmauon of occupational and income characteristics. 
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kinds of money savings their families had, but only 2t per cent of 
those saving mentioned savings other than National Savings Certi- 
ficates, Post Office and Trustee Savings Banks, and Saving Stamps, 
These were savings through Co-operative Societies, Banks, Clubs, 
by holding cash. Government Bonds and through Building Societies 
(deposits or share capital). Interviewers were specially instructed to 
confine the enquiry to money savings; any saving through insurance 
societies or through repayments of mortgages was excluded and so 
were other types of savings in the form of real assets.^ 

Table I gives (a) the distribution of families according to the size of 
their accumulated savings and (b) the share of aggregate working- 
class savings held by each group. 

TABLE I 


BrSlTilBUTTON OF WORKING-CLASS SAVINGS 


Range of 

Percentage of families 

Share 

in 

Savings 

ivithm this range 

Aggregate Savings 

£ 


Percent 

None 

m 

0) 


Up to 25 

23 52 

.3 

9 

„ 50 

16 

6 


M 75 

9 

6 


„ too 

15 

16 


„ 200 

12 

19 


„ 300 

5v 



„ 400 

2 

7 


„ 500 

1 

5 


„ 600 

1 

5 


» 700 

1)12 

4 

^50 

„ 080 

,, 900 

1 


1 

„ 1.000 
Over 1,000 

1 / 

J 

1 


100 % 100 % 

From the Table it will be seen that 52 per cent of tlie families, the 
poorer half of the sample wlicn the families are arranged in order of 
the magnitude of their savings, own only 9 per cent of aggregate 
savings, while 12 per cent of tlie families, at the other end of the scale, 
own 50 per cent of aggregate savings. These results broadly confirm 
the conclusions obtained for the rate of national saving by Charles 
Madge in the Leeds Enquiry (see ‘War-time Pattern of Saving and 
Spending*, p. 67). If the families without earners had been included, 
the degree of inequality in the distribution of savings would have 
been slightly increased. They were not included or subjected to 
further analysis because it was believed that the size of their savings 
was scarcely related to their present conditions. Their inclusion 

^ In a few exceptional cases an endowment policy was included when it was nearing maturity. 
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would have tended to veil the relationships which it has been 
attempted to isolate. 

3. The Effect of Income 

Only a very loose correlation is to be expected between die present 
income and the stock of past savings. Yet there is a fairly regular 
relationship between average family income (net of Income Tax and 
Social Insurance contributions) and average savings held (see Diagram 
A).* Family Savings increase with rising family income but at a 
faster rate.® 

Such a rclationsliip, even if it is not very regular as the diagram 
shows, cannot necessarily be expected a priori. We know that income 
is correlated with the rate of saving.® There is, however, no reason 
to suppose that current income should be closely correlated with the 
total accumulated stock of money savings. 

DIAGRAM A 


STOCK OF FAMILY SAVINGS BY FAMILY INCOMB 



Income per week (£) 

^ Tabic 11 contains a summary of the information on winch this and the following dia- 
gram arc based. The two highest income groups were combined in Dugraiu A and the 
last point has the ordinates £14*7 and /]235*9. 

* The correlation coefficient between net family income and family savings is -f 0*35. The 
skewness of the distnbution restricts, of course, the usefulness of the correlation coefficient. 

® See Madge, loc. cit., and Income and Spending and Saving of City Families in Wartime, 
U.S. Department of Labour, BuUcun, No. 724, p. 11. 
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7%e Distnhudm of Working^lass Savings 

Iticre arc grounds, liowever, for cacpecting daat money savings 
accumulated during the war, whai the possibuides of spending have 
been severely restricted, would be fairly closely correlated with 
current income. Since we find a correlation present, it seems reason- 
able to suggest that the total present savings held by the working- 
class consist, in fact, largely of savings made during war-time. 

4. The Effect of the Number of Children 
Within each income group there is still a considerable scatter of 
savings about the group average. To isolate, so far as possible, the 
influence of differences in family structure, the savings of each income 
group were further classified according to the number of children 
under sixteen in the family (see Diagram B).^ 


DIAGRAM B 

FAMILY SAVINGS BY FAMILY INCOME AND NUMBEB OF CHH^DREN UNDER 16 



* Because of the low cell fircqucncy in the upper end of Table 2 , the last three income 
groups have been aggregated m Diagram B. 

1 
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As might be anticipated, the Diagram indicates that, for the lower 
ranges of income, savings within any income group tend to decrease 
as the number of children increases. Unfortunately, the sample is too 
small to test the validity of this generalization for the higher income 
ranges. There is, for instance, some indication that with rather high 
incomes one-child families tend to save more than families without 
children.^ 

5, Checks on the Sample and the Results 

The average size of the family in the effective sample is 3 -6, and the 
average number of children is i -o, against 3*77 and 1*15, respectively, 
in the Ministry of Labour Budget Enquiry, 1937-38. The call-up 
would, of course, tend to reduce the average size of the family. 
Families where all the earners arc in the Forces and the wife not 
working would tend to have a larger number of clnldrcn under 
sixteen. Their exclusion thus reduced the average number of children 
in the sample. 

As the original data were already grouped (in ^2, or ^3 
intervals for family income and in ^25 or ^100 intervals for family 
savings) there are some difficulties in estimating average income 
and average savings from the data. If it is assumed, as has been done 
in the Tables and Diagrams, that the group averages coincide with 
the mid-points of the group intervals, average family income is 
gs. oJ. and average savings /^92. There is, however, some 
evidence that quite frequently, say, the letter ‘C' on die check card 
handed to the contact was taken to stand for a family income of 
‘about instead of ‘up to ^^4/^ If this practice were general 

FAMILY INCOME--Per week 

A up to ^2 

B up to 

C up to /^4 

the group averages would accordingly coincide with the upper limits 
of the intervals, and average family income would be ^ 6 . 2 s, oJ., 
and average family savings ^112. The correct figures arc probably 

^ The effects of income and number of children on savings were singled out not because 
it was thought that they are the only determinants of savings, but because they are probably 
the most important ones, and also because they are more easily handled than other factors, 
such as family Iiistory, occupation, age, etc. A breakdown by additional characteristics would 
also require a far larger sample. 

* During the interview a check card was handed to the contact, with letters pnntcd against 
the income and savmgs scales. The contact was asked to call out the letter printed against 
his uicornc group and saving group. It has been proved that such a procedure considerably 
reduces the rate of refusals. The first part of one check card read as follows : 
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between these limits. In any case, the assumption made about the 
position of the group average has only a very slight influence on the 
shape of the distribution of cither incomes or savings. 

The average net family income of between f,$. 9s. od. and 
f6. 2s. od. compares with an average net family income of f6. zs. od. 
in tlic 1943 Enquiry of the Institute of Statistics; but it should be borne 
in mind diat the latter Enquiry was in the main restricted to families 
with at least one male earner and strictly confined to families with at 
least one dependent chfld. 

6. Conclusion 

It is probable that among those who refused to answer there was a 
higher proportion of big savers than amongst those who did answer. 
This would tend to raise the general average of savings, but would 
only slightly affect the degree of inequality in the distribution of 
savings.^ In other words, whilst some facts relating to savers may 
not have come to hght, the results of the enquiry — after allowing 
for errors in tliis sampUng method — do suggest that the bulk of 
the working-class population have comparatively insignificant 
holdings of money savings.® 

^ The average income of those who refused to state their family savings but gave their 
family incomes was 15s. OJ., against jQS. 9s, 04, for tliose who revealed both income 
and savings (taking irud-pomts as group averages). 

* The converse is also true, of course, that there is a fairly small section of the working-class 
with rather high holdings of savings. 



THE BURDEN OF THE NATIONAL DEBT 

by M. Kalecki 

, From ButLExm, Voi.. 5, No. 5 (April 3, 1943) 

1. The problem of the burden of the National Debt has three 
important impHcations. It is, firstly, more or less generally accepted 
that it is essential in war-time to keep the budget deficit as low as 
possible in order that the future interest payments on the debt should 
DC reduced. This consideration plays an important role in war-time 
increases in indirect taxation of necessities and semi-luxuries, which 
can hardly constitute a proper device to fight inflation because they 
themselves contribute to the rise in prices. 

The other two impHcations aflect not the war finance proper but 
the discussion of post-war economics, as, for instance, the Beveridge 
Plan. It is frequently maintained that the burden of the debt has 
increased very much up till now and this, together witli the future 
rise, will make it impossible to embark upon costly reforms. And 
even more general is the conviction that it is impossible to have a 
budget deficit in peace-time whenever it is necessary to maintain full 
employment, if this leads to a long-run rise in the burden of the 
debt. 

We propose in this paper to show: (i) that in spite of the great 
increase in the amount of the National Debt in the course of this war 
up to the present, the future ‘burden’ of the present debt is not likely 
to be liigher tlian in 1938-39; (2) that it is possible to devise special 
taxes for financing the interest on National Debt which will render 
its increase harmless in the sense that it will have no repercussions on 
output and employment; that diereforc it is not necessary to consider 
the reduction of the budget deficit as such to be an important problem 
of war finance; and that a regime under which budget deficits would 
be used whenever necessary to maintain full employment does not 
involve insuperable difficulties. 

2. In the financial year 1938-39 the interest on National Debt 
was ^£223 million.^ Not all this sum can be considered a ‘financial 
burden’ because a part is returned to the Treasury through income 
tax and surtax paid on this income. (The precise definition of the 
amount returned by taxation is that it is equal to the loss of yield of 

^ Inclusive of interest accruing on National Saving Certificates. 
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income tax and surtax if dhe payment of the interest on National 
Debt were suspended). Hiis amoimt may be roughly estimated as 
standard income tax charged on the interest on National Debt, 
because the balance of the induence of income tax exemptions, 
allowances, and reduced income tax rate on one side and of surtax 
on the other is probably relatively small.^ With the standard rate 
of 5s. 6d. in the JT in 1938-39 the tax-free interest on National Debt 
may be thus estimated at /^i62 million. 

In 1942-43 die interest on National Debt was about /^330 million. 
Now, the post-war standard rate ofincome tax may be conservatively 
assumed — js. 6d. in the Taking into account that in the ,(^330 
million* there is about ^20 million of tax-free interest on National 
Saving Certificates, we may estimate, on the above assumption, the 
future tax-free interest on the present National Debt at ^214 million. 
But this is not the end of the story. The post-war level of prices 
will be hardly less than 30 per cent higher dian pre-war, and the ‘tax 
yielding capacity’ may be assumed to increase in roughly the same 
proportion. Thus, to compare the future ‘burden’ of the present 
debt with the pre-war ‘burden’ it is necessary to deflate ^214 
million by 1*30, which gives ^(^164 million as compared with ^162 
million of the pre-war tax-free interest on National Debt.* 

It may be objected to this calculation that, since a large part of the 
National Debt is in the form of floating debt, the future ‘burden’ of 
it would be higher if the short-term rate of interest increased after the 
war. To diat it may be repHed that the present short-term rate is 
liigher than in the last seven pre-war years; and that the short-term 
rate of interest may be easily controlled by the Government in 
combination with the Bank of England. There is thus no reason to 
expect its rise in the future as compared with the present level. 

3. We have shown that the future ‘burden’ of the present National 
Debt is, on plausible hypotheses, approximately the same as it was 
before the war. But the war is not yet over, and, as endeavours are 
made to keep prices stable and thus no furdier reduction in the ‘real’ 
value of the National Debt can be expected, the ‘burden of the debt’ 
will certainly rise. This will continue for a few years after the termina- 

* The ini^ucncc of income tax exemptioiis» allowances, and reduced income tax rate was 
in 1938-39 greater than that of surtax for unearned incomes as a whole, (As a result the 
avmge rate ofincome tax and surtax on unearned income was of the order of 4s. in the 
while the standard rate was Ss. 6d. in the It must not be forgotten, however, that if 
interest on the National Debt were suspended it would 'come off the top*. 

Indmivc of interest accruing on National Saving Certificates, 

® Even considerable changes in the rate adopted for the calculation of the tax-free interest 
on National Debt are of small importance for the results of this comparison, if these changes 
are proportionate for the two cases compared. 



126 Studies in War Economics 

tion of hostilities, in particular in connection with the payment of 
compensation for destroyed property and of post-war credits. Thus, 
it is important to consider the general problem of dealing with the 
‘burden of the debt*. 

Imagine, first, that interest on National Debt incurred after a 
certain date, for instance, from now onwards, will be financed by a 
special annual capital tax on all private capital (inclusive, of course, 
of Government securities). A rise in the National Debt will increase 
the amount of capital tax to be collected, but will, at the same time, 
increase the interest yielding assets in private possession, which would 
not have come into existence if the budget had been balanced. The 
capitalists, as a body, gain by an increase in the National Debt as much 
in interest as they lose in capital tax. 

Moreover, it may be shown that the increase in tlie National Debt 
docs not involve any disturbances in output and employment if interest 
on it is financed by a capital tax. The current income after payment 
of capital tax of some capitalists will be lower and of some higher 
than if the National Debt had not increased, but their aggregate income 
will remain unaltered and their aggregate consumption will not 
be likely to change significantly. Further, tire inducement to invest 
in fixed capital is not affected by a capital tax, because it is paid on any 
type of wealth. Whether an amount is held in cash or Government 
securities or invested in building a factory, the same capital tax is paid 
on it and thus the comparative advantage is unchanged. And if 
investment is financed by loans it is clearly not affected by a capital 
tax because it docs not mean an increase in wealth of the investing 
entrepreneur. Thus, neither capitalists’ consumption nor investment 
is affected by the rise in the National Debt if interest on it is financed 
by an annual capital tax. 

4. Wc shall now briefly consider the order of magnitude and die 
administration of die amiual capital tax. As we propose tliis for 
financing the interest on the National Debt incurred after a certain 
fixed date, say from now onwards (die interest on the ‘old debt’ being 
already accounted for in the budget), the relevant interest on the 
National Debt may be assumed to be about 2 per cent, as this is 
approximately the present average cost of (short-term and long-term) 
borrowing and there is no reason to assume that it would be increased 
in the futured The annual capital tax will thus be substantially lower 

^ The Government can continue to have on tap the long-term and medium-term issues 
and finance the rest by floating debt. It is true that the cost of borrowing will increase if 
sales of long- and medium-term issues rise in proportion to the budget deficit, but then 
nothing prevents the Government from reducing the rate of interest on these issues. 
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than z per cent, because the tax to finance the interest on the ‘extra 
debt’ will be collected from all types of privately-owned capital, of 
which the ‘extra debt’ constitutes only one item. If, for instance, this 
debt were one-half of all privately-owned assets the annual capital 
tax would amount to i per cent. Moreover, it should be noticed 
that even if there is a long-run increase in the National Debt as a 
result of a Tull employment pohey’, the rate of the annual capital 
tax need not necessarily increase. Indeed, permanent full employ- 
ment in conjunction with the increase in population and technical 
progress will certainly cause expansion m private capital equipment. 
Whether the rate of capital tax wiU rise or not depends on the relation 
between the budget deficit necessary to maintain full employment 
and the rate of expansion of capital equipment. 

The above argument still requires some elucidation. It seems 
reasonable to deduct the capital tax from income before income tax 
is paid, as is done in the case of capital depreciation. For instance, 
if an asset yields 4 per cent, and the capital tax is i per cent, the income 
of 3 and not 4 per cent would be subject to income tax. This causes, 
of course, a certain reduction in the average yield of income tax, but 
this is offset by the income tax yielded by the interest on National 
Debt. If the National Debt increases, the national income being 
constant, and the interest on National Debt is financed by a capital 
tax, the aggregate yield of income tax is unchanged. It is true that it 
is being reduced by the increasing amount of capital tax, but it is 
being pro tanto raised by the increasing interest on National Debt. 

The annual capital tax would have to be higher if small property 
were exempted from it. This would be desirable both for social and 
administrative reasons. If, for instance, property below ^1,000 were 
exempted, the rate of capital tax would have to be increased by 
sometliing like one-fifth.^ 

The simplest w^ay to administer the capital tax would probably 
be to collect it by taxing on capital of enterprises and persons, not 
including shares and debentures in the valuation of wealth. The 
balance sheets of enterprises in combination with existing valuations 
of fixed assets by tax authorities would then provide the basis for the 
valuation of the great part of private capital. The smallness of the 
capital tax as shown by the above estimates will facilitate the collec- 
tion of the tax. 

5^ If» however, the administration of the capital tax is considered 
likely to involve serious difficulties, it is possible to replace it by a 
^ See Campion, ‘Public and Private Property in Great Britain*. 
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modified income tax, the influence of which upon the national econ- 
omy as a whole would be more or less equivalent to that of a capital 
tax. This income tax would be imposed on unearned income only and 
thus would aflect the same people as the capital tax. However, income 
tax, as opposed to capitsu tax, weakens the inducement to invest 
because it reduces the net rate of profit. The following modification 
may remove this adverse effect. Imagine that income tax is charged 
on gross unearned income, that is, before deduction of depreciation. 
On the other hand all investment on fixed capital, whether for the 
sake of replacement, or expansion, is deducted from the taxable 
amount, (if it exceeds the taxable income the excess is carried over 
for deduction in the next years.) It is easy to show that such a tax 
does not affect the rate of profit expected on new investment. Indeed, 
suppose that an entrepreneur expects for each ;(^ioo invested in fixed 
capital a gross profit of jCio per annum. One shilling in the jQ of our 
income tax reduces this expected profit to ^9^ per amium. But, by 
investing 5^100 he gets jTs reduction in his current income tax and 
thus the cost of investment is reduced to fys- Consequently, the 
expected gross rate of profit is the same 10 per cent per annum as if 
the tax were not in existence. Thus, the repercussions of the ‘modified 
income tax’ will be more or less the same as those of the capital tax. 

6. It follows that if die interest on National Debt incurred after a 
certain date is financed by a special annual capital tax or by a special 
‘modified income tax’ the rise in die National Debt will not involve 
a ‘burden’ and will not have any significant repercussions on output 
and production. Consequendy, to keep down the Budget deficit in 
war-time in order to reduce the increase in the National Debt ceases 
to be the primary objective of war finance. And, if to maintain full 
employment in peace-time requires budget deficits there is no reason 
to be scared by die rising National Debt. 



THE IMPACT OF THE WAR ON INDIA 
by J. Stehtdl 

Feom Bulletin, Vol. 4, No. 5 (Apiul 4, 1942)^ 

I. It is intended in the following to give an outline of the econoinic 
changes which the war has produced, and is likely to produce in 
the near future, in India. 

India is a predominantly agricultural country. In 1931, 88-5 per 
cent, of the principal earners of income in British India were living 
in rural areas, and 70 per cent, were directly dependent on agricul- 
ture. The proportion of agricultural income in the total income of 
British India was 53 per cent., the proportion of the income of rural 
areas in the total about 70 per cent. (Rao, National Income of British 
India, 1931-32), The Indian States are certainly of an even more 
rural character. It is unlikely that the last decade has produced a 
fundamental change in the proportions. 

The production of armaments in India is rendered difScult by 
the limited size of organized large-scale industries, as compared 
with the size of the population and the wealth of raw materials 
(e.g., iron ore, manganese, bauxite). The number of workers 
employed in large-scale industries (those establishments which 
come under the Factories Act) was 1,750,000 in 1939, only 200,000 
more than in 1929. Production of finished steel was of the order 
of one milHon tons in 193 9-40, and output of coal 25 million tons 
in the same period. Since the beginning of the war industrial 
capacity has been expanded to some extent, under the recommenda- 
tions of the Chatfield Commission, and industrial output has in- 
creased. 

What is the diflSculty in the way of a substantial increase in the 
production of war material? In contrast to other countries engaged 
in die war, India has an abundant supply of labour. This takes the 
form of ‘disguised unemployment’, i.e. people arc employed in 
occupations of very low productivity, domestic service, handicraft, 
small-scale trade, and last but not least, they are crowding the land 
and splitting it up into uneconomically small holdings, a consider- 
able part of die present population being completely surplus, so 

^ The tables and figures in this article have been revised and brought up to date, but the 
contents remain substantially unaltered. 
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that their withdrawal from agriculture would not involve any reduc- 
tion in the output. What makes the transfer of this surplus into 
industry difficult is the lack of equipment and the difficulty of train- 
ing, but apart from this there is a more fundamental problem. A 
considerable increase in war production (which would, in fact, 
amount to a part-industrialization, would require an increase in the 
production of food. This is directly due to the fact tliat industrial 
workers earn a higher income than workers in other occupations; 
more fundamentally it is due to the fact that the industrial workers, 
if they are to be of any use in production, require, on purely physio- 
logical grounds, a higher standard of hving and especially a better 
diet than the people engaged in low productivity occupations 
with a sub-marginal standard of living. /A substantial transfer of 
labour from ‘disguised unemployment" to industrial employment 
will therefore increase the demand for consumption goods, amongst 
other things, also the demand for foodj The quantitative importance 
of this increase in demand for food will, of course, depend on the 
amount of labour drawn into industrial employment, and on the 
increase in total industrial income resulting from the expenditure 
of the newly employed workers. It will be additional to other food 
requirements brought about by the war: the net additional food 
required by the increasing army in India, and the necessity of food 
exports to provide the armies of the middle cast. Even if the addi- 
tional food requirements arc small as compared with the total food 
production, the effect may be noticeable, as the demand will be 
largely concentrated in big populated places, and the area from which 
the food supply of these centres is drawn is in practice only a part 
of the total agricultural area of the country. 


TABLE I 


Yield 


Area 









uitdir 

Rice 





Ground 



Food 

(cleaned) 

IVheat 

Cotton 

Jute 

Ltmced 

Nuts 

Sugar 


Grains 






1929/30 .. 

100 

100 

100 

100 

100 

100 

100 

100 

1930/31 . . 

101 

104 

90 

% 

109 

99 

117 

117 

1931/32 .. 

102 

106 

87 

67 

54 

109 

96 

145 

1932/33 . . 

101 

100 

91 

86 

75 

107 

127 

171 

1933/34 . . 

103 

99 

90 

93 

77 

99 

141 

178 

1934/35 . . 

100 

97 

93 

93 

83 

no 

80 

187 

1935/36 . . 

100 

91 

91 

98 

70 

102 

96 

216 

1936/37 . . 

102 

104 

93 

105 

93 

no 

121 

236 


It seems to be a feature of agricultural production in India that 
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it is rather inelastic. An Indian expert on the subject writes : ‘Produc- 
tion is no measure of activity in the case of agriculture, especially 
in India where virtually the same area is cropped every year so that 
production is practically independent of the price obtained. . . . 
While acreage remains constant, $0 does the yield per acre.'^ That 
there arc no substantial variations in acreage can be seen from the 
statistics; Table I gives the area under food grains in British India, 
ii^ percentages of 1929-30, and shows that the variations amount 
only to a few per cents. The course of actual output is more difficult 
to judge, because the statistics are unreliable; the estimates of 
agricultural production in British India are based on sample estimates 
of yield per acre in different districts. Table I gives the output figures, 
for what they are worth, of important crops, again in percentages 
of 1929-30. There is obviously an important difference in die 
behaviour of so-called ‘commercial crops’ (cotton, jute), which show 
a definite dependence on price and the state of trade (which is 
largely due to a change in acreage of these crops with varying price), 
and the food grains which show no such influence. While the 
statistics are inconclusive the assumption of a high inelasticity of 
food production can be supported by general information about 
Indian agriculture. Production, especially in the case of such 
important food crops as rice, is very labour intensive, using extremely 
little equipment, and the technique remains unchanged year by 
year. It is plausible to assume that under these conditions the yield, 
apart from the influence of the weather, is stationary. A rapid 
expansion of total acreage cannot be expected, because it would 
require heavy capital outlay. A changeover of area from surplus 
industrial crops to food crops is advisable, but it is not likely to come 
about automatically, without assistance to the agriculturalist; the 
area devoted to oilseeds, cotton and jute is about 18 per cent of 
the area devoted to food grains, but only a part of the industrial 
crops are surplus. 

2.i Owing to the inelasticity of agricultural production, an expan- 
sion of purchasing power in India must very largely have tlie effect 
of increasing prices. By ‘increase in purchasing power’ is meant the 
generation of additional money income, either by construction of 
industrial equipment, or by accumulation of stocks, or by a govern- 
ment deficit, or finally by an excess of exports over imports. \ The 
last of these factors, the fore balance, is by far the most important 
in the case of India, so that the otlicrs can, as a first approximation, 

^ Sen Gupta, in Ecotwmic Problems of Modem India^ by Prof. Mukence, p. 329. 
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be neglected (the budget defidt will be taken into account at a 
later stage). It is necessary in the following to consider India and 
Burma together, because the two countries for financial purposes 
are diflScult to separate. 

To evaluate Ais foreign balance (Tabic 11 ) for the last years 
account must be taken not only of the surplus of exports over im- 
ports, on private account, but also of the purchases of British and 
odier Empire governments which arc not included in the statistics 
of private merchandise trade, and of the payment of Britain for the 
construction of plant, for the army, etc. On the other hand, the 
remittances of the Indian government to London on account of 
interest, pensions, etc. (so-called ‘home charges’), and the remittances 
of private firms for interest, dividend, etc., must be deducted. The 
remaining ‘foreign balance’ finds its counterpart in the accumula- 
tion of sterling balances (mostly British treasury bills) in the Reserve 
Bank of India. In part this sterling balance was used for repatriation of 
the sterling debt of the Government of India, and the foreign balance 
for the last years can therefore be obtained by adding up the increase 
in sterling assets in the Reserve Bank and the sums used for repatria- 
tion of the sterling debt (line i and line 2 in Tabic II). Roughly, the 
same result must be obtained, if H.M. Government’s net require- 
ments of sterling exchange are deducted from (or its net refunds of 
sterling are added to) the purchases of sterling by the Reserve Bank. 
The latter item results from the surplus of private merchandise and 
treasure export, the counter value of wliich is sold in the form of 
sterling exchange to the Reserve Bank, after private requirements 
for transfer of interest, dividend, etc., have been covered. 

Having thus obtained the foreign balance it is necessary to make 
one adjustment in order to estimate the amount of new purchasing 
power generated. Part of the foreign balance is due to a surplus of 
treasure exports which merely constitutes tlie exchange of one form 
of assets (gold coin, ornaments, etc.) into another (notes, securities, 
etc.), but not the generation of additional incomes. The surplus 
of treasure export must therefore be deducted from the foreign 
balance, to obtain the net addition to purchasing power due to the 
foreign balance. From 1940-41 on statistics of private treasure 
exports arc not available; it is, however, certain that they have 
declined considerably during this period, owing to the increase in 
^prices of precious metals in India. We can, therefore, regard the 
foreign bdance, uncorrcctcd for treasure exports (Table 11 , line 6), 
as sufficient indication for our purposes in these years. It will be seen 



The Intact of the War on India 133 

from Table 11 that in the two years preceding the war the foreign 
balance was a negative quantity; the net effect of the foreign balance 
was deflationary. In 1939-40 the figure was about 50 acres of 
rupees,* and in 1940-41, probably somewhat higher. In the financial 
year ended March 1942 the foreign balance was about 250 crorcs 
of rupees. As to the year 1942-43, it was mentioned in the Budget 
speech that large sums would be paid by Britain for purchases, and 
the foreign balance is bound to rise to even higher levels (see Table 
II). 

TABLE n 

THE POKEIGN BAtANCB 
(Financial Years* April-March) 

(in crores of mpees) 

m?- ^93^ ^940- ^94^- ^94^- ^943- 

37 3^ 39 40 4i 42 43 44 

1. Accumulation of sterling . . +15 —18 —13 +66 +2 +140 +227 ■4*434 

2. Repatriation of sterling securities — 1 — 22 89 110 160 16 

3. Purchases of sterling by the 

Reserve Bank .. .... 71 33 34 97 76 98 122 140 

4. H.M. Governments net require- 

ments (— ) ox refunds (•+) of 

stcrUng -55 -50 -48 -10 +15 +152 +265 +310 

5. Balance of private treasure export^ +15 +15 +23 +41 — — — — 

6. Foreign balance including treasure 

exports (i+a) or Cl+ 4 ) •* +15 -17 -13 + 87 +91 +250 +387 +450 

7. Foreign balance excluding private 

treasure exports (6— 5 ) • • "^56 +46 

1 Sources— -Reserue Bank of India. Report on Currency and Finance 1944-45, p. 38, and earlier 
^ reports; and Statistical summary. 

^ Not available from 1940-41 onwards. 


Beside the foreign balance the budget deficit is also contributing 
to the creation of additional purchasing power. In pre-war times 
die budget was practically balanced, heavy ‘retrenchment finance’ 
being practised during the depression. Owing to war expenditure 
an increasing deficit has now appeared. If diis deficit is added to the 
net foreign oalance the following figures arc obtained: 

^940- ^94^- m2- 

40 41 421 43 

Crores of mpees 

Foreign balance 45 60 250 387 

Budget deficit (+) (surplus —) .. —8 +8 +13 +145 

40 70 260 530 


Only the order of magnitude of these figures is significant. They 
show that the net additional purchasing power ‘injected’ into the 

^ 1 crore is 10 million; 1 rupee 1/6 (10 million crores of rupees ~ ^^^7 -5 iiiilhon). 
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system has increased considerably in 1941-42, and will rise to an 
even higher level in the course of 1942-43. There is no doubt that 
it will constitute a considerable financial problem for India. 

3 . Both the foreign balance and die budget deficit must be financed 
by new saving, which must either find its way into the banking 
system and form there the counterpart of the increased holding of 
sterling assets and of government securities. The following table 
gives die increase in circulation and bank deposits during the war: 

1939- >940- 

40 41 42 43 

Crores of rupees 

Increase in circulation of notes and 
rupee coin .. , . -j62 -f57 +165 +318 

Increase in deposits in Scheduled * 

Banks +21 +26 +51 +172 

+83 +83 +216 +490 


It appears that in 1939-40 and in 1940-41 the increase in all forms 
of money is about as great as the total foreign bailee including 
of treasure exports, and in 1941-42 it amounts to a large proportion 
of the latter. The new saving has thus taken primarily the form of 
holding liquid assets, ^his is probably largely due to the increased 
requirements of money for the purposes of transactions, owing to 
the increasing price level and the expanding sphere of monetary 
transactions. 

The rupee securities created as counterparts for the repatriated 
stcrhng debt in March 1941 have, in the first instance, been taken 
over by the Reserve Bank, and by the government. Subsequently 
a large part seems to have been absorbed by the banks. The counter- 
parts for the new repatriation in March 1942 have largely been 
taken over by the Reserve Bank. 

. 4. The sum of foreign balance and budget deficit — ^it may be called 

I Investment’ in the sense of Mr. Keynes’ General Theory — must 
* create an equal amount of saving to finance it. Under the conditions 
of inelastic supply prevailing in India this saving will largely be created 
by an increase in prices, which raises the profit margins and the 
excess of the peasants’ cash receipts over tlicir expenditure until 
the necessary saving is forthcoming. As far as the scanty evidence 
with regard to prices goes, it supports the view tliat the Rs. 260 
crorcs of ‘investment’ in 1941-42 have already produced a notice- 
able increase in prices. 

The cost of living index for Bombay has risen by 25 per cent from 
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August 1939 to August 1941, the cost of living indices for Ahmc- 
dabad and Sholapur by 26 per cent, and 18 per cent respectively 
in the same period. The difference in the development in different 
towns is due to different composition of the index; for large indus- 
trial towns the Bombay index is more representative than the Shola- 
pur index. It must be kept in mind that retail price statistics are 
rather unreliable in India, but as the Bombay cost of living index 
is used widely as a basis for wage negotiations (dearness allowances), 
it is not likely to overstate the increase in prices. I Part of the price 
increase, especially at the beginning of the war, is due to increased 
import prices and reduction of imports. The quick rise in summer 
1941 seems, however, largely influenced by increased war purchases 
and production! 

It may be expected that the further increase in ‘investment’ in 
1942-43 will have a noticeable influence on the cost of hving. 
The amount of money spent is large in proportion to the Indian 
economy, and it will be largely concentrated in certain centres.^ The 
corresponding saving will have to come partly out of increased 
profit margins of industrial entrepreneurs and merchants, partly out 
of increased cash receipts of peasants which will thereby be enabled 
to repay debt or to hoard. It is impossible to say to what extent 
merchants and industriahsts on the one hand and peasants on the other 
hand will contribute to this saving. 

The increased cost of living will almost certainly affect the condi- 
tion of the workers adversely^ Owing to lack of any wage statistics 
it is impossible to say how far it has been offset by wage increases. 
Payment of a bonus for increased cost of living is widely used,® but 
the adjustment of tins bonus can always be effected witli a certain 
lag only. ^-As always in tlic case of inflation, the increase in money 
wages will not catcli up with the price increase, because the neces- 
sary saving can be squeezed out only by permanently higher profit 
margins. 

On die other hand, the rise in prices to be expected will affect 
the burden of debt which weighs particularly heavily on the 
peasantry. The indebtedness of Indian agriculture was estimated 
by the Banking Enquiry Committees in 1929 at about Rs. 900 crores 
for 1928-29, and it was put at about Rs. 1,200 crores for 1933.® 

^ The national income of British India and Burma was estimated at Rs. 1,600 to 1,800 
crores in 1931-32, of wliich about R,s. 500 crores was income of urban population. Since 
then the income must have increased considerably on account of price increases and increase 
in production, 

* See Intematioml Labour Review, December 1941. 

Mr. P. J. lliomas in Economic Problems of Modem India, p. 176. 
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A considerabk rise in prices would depreciate the real value of diis 
debti*! 

5. It appears from the preceding analysis that a substantial increase 
in the war production of India is not only dependent on the help 
which the United States can give in the form of machines, tools, 
experts, etc., but that it also constitutes a considerable financial 
problem for India. The main reason for this is the inelasticity of 
supply; in part tiiis can be overcome by using more of the aji^aUable 
labour: for example, to provide additional housing for workers in 
war industry. To a large extent, however, this elasticity is rooted 
very deeply in the existing structure of the Indian economy, and it is 
therefore likely that the increase in expenditure will produce an 
appreciable price rise. 





IIL CONSUMER’S RATIONING AND 
PRICE CONTROL 

GENERAL RATIONING 
by M. Kalecki 

From Bulletin, Vol. 3, No. i Qanuary ii, 1^41) 

THE PROBLEM 

T here are incUcations that in the second half of the year the 
financial situation was ‘inflationary’: stocks of consumption 
goods were run down and/or a rise in prices of these goods out of 
proportion with costs took place. After a certain time this develop- 
ment must lead to scarcity of goods and still greater price increases, 
and the only way in which tliis may be prevented is by the curtail- 
ment of total expenditure on consumption. 

Broadly speaking there are two ways, other than the laisserfaire 
method of inflation, of adjusting consumers’ spending to available 
supphes: taxation and rationing. 

The common disadvantage of all taxation schemes is that their 
effect is not much different from that of price increases. This is 
t|uite clear in the case of flat income taxation, which affects the real 
consumption of the various income groups in much the same way 
as a rise in prices. The difference between these two ways which is 
in the back of tlic mind of people who advance such proposals 
is probably based on a rather arbitrary assumption tliat workers 
will not ask for higher wages when taxed while they usually do it 
when the cost of living rises, and thus the ‘vicious spiral’ will be 
prevented. Even granted that the assumption is right, the only 
people for whom the difference is essential arc those with fixed 
incomes. For workers it does not, of course, matter whether their 
wages will be cut by 10 per cent, by taxation or whether prices will 
rise by 100 per cent, and wages by 80 per cent. 

Is taxation of the higher incomes an adequate solution of the 
problem of fair curtailment of consumption? Such taxation will 
undoubtedly tend to reduce to some extent the expenditure of the 
well-to-do, but to what extent is most uncertain, for the latter 
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4rc likely to reduce the amount currently saved atid in many cases 
even to dissave. Moreover, they may curtail their expenditure in 
an unhelpful way by cutting, say, education and entertainment while 
die actual problem is the scarcity of food, clothing, etc. 

Mr. Keynes* scheme docs not differ essentially from income 
taxation. For the working class the consolation offered by prospec- 
tive post-war enjoyment of compulsory savings is of a rather 
shadowy character. As to the well-to-do, on whom in die last 
version of Mr. Keynes’ scheme falls the chief burden of compulsory 
saving, it is even less efficient than income tax in cutting their 
consumption: seeing compulsory savings accumulating on blocked 
account they are more likely to save less on a voluntary basis or 
to dissave than they would if taxed to the same extent. 

The most direct way of controlling expenditure is specific rationing 
over a wide range of shop goods, on the lines of the existing ration- 
ing schemes for, say, butter or meat. But here also the disadvantages 
are serious. To be comprehensive such a scheme must embrace an 
enormous number of commodities wliich involves considerable 
inconvenience for consumers and shopkeepers, as also difficulties in 
control. Moreover, it is difficult to prevent the transfer of coupons 
from poorer people, who do not fully consume their rations, via 
shopkeepers or otherwise, for the benefit of those who can afford 
to consume more, and among the latter this ‘surplus’ is distributed 
in a haphazard and unfair way. Finally, at the moment when the 
rationing is introduced shopkeepers are in possession of certain 
stocks of commodities which they arc able to sell without coupons 
unless their inventories are permanently watched; and a general 
running down of stocks is obviously undesirable, 

TKE GENERAL RATIONING SCHEME 

Is there another way of restricting consumers’ spending which is 
free from the disadvantage of specific rationing of individual groups 
of commodities? 

It seems to us that a scheme Hmidng consumers’ total expenditure 
in shops attains the end by a less cumbrous way and with less 
inconvenience to consumer and shopkeeper. The scheme is based 
on a simple principle. A total maximum expenditure in retail 
shops is fixed at, say, 255. a week for an adult and 155. for a child 
under 14. 

Expenditure on services is not included in our scheme, because 
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some of them arc not scarce (e.g, education, entertainments) while 
others may, if necessary, be controlled much more simply by direct 
methods: dwelling space by billeting; travelling by reducing the 
number of trains and abolishing first class; gas and electricity by 
direct rationing; domestic services by fixing the maximum number 
of servants, etc., etc. 

Apart from services, certain categories of goods could be bought 
coupon free: (i) medicines; (2) newspapers and books; (3) repairs. 
For people who have lost their chattels as a result of bombing, 
newly-married couples, etc., a special allowance should be made. 
The coupons required for the purchase of meals in restaurants must 
be only a certain definite proportion of their price, since it includes 
the cost of service. 

Tm PROBLEM OF COUPON DISTRIBUTION 

If all people are issued coupons for the same amount diose of low 
income grades will not be able to use them fully and might sell 
the residue to the well-to-do (or buy goods on their account). 
This problem may be handled in two ways. As in tlic case of specific 
rationing of commodities, we may make the transfer of coupons 
a punishable offence. Nevertheless, transfer may take place to some 
extent. The reduction in expenditure, which can be fully relied 
upon, is then limited to the difference between the present actual 
expenditure and that wliich would ensue from the full use of their 
coupons by all people. The possible transfer of coupons from the 
poor to the better-off people is undesirable for the same reasons 
wliich were mentioned in the discussion of specific rationing of 
commodities: the ‘surplus’ coupons will be redistributed among the 
well-to-do and the rich in a haphazard and unjust way. 

One may, however, take another course and reduce the pos- 
sibility of the transfer of coupons in the following way: the 
Government distributes the spending coupons at the flat rate, but 
at the same time declares that it is prepared to buy back unused 
coupons at the values to which they relate. As a result, any one who 
is unable to use a certain amount of his coupons because liis income 
is too small, will be able to sell half of the unused coupons to the 
Government and, with the proceeds, make use of the other half for 
purchases.^ This arrangement has the following advantages: 

(i) The transfer of coupons from the poorer to the richer popula- 

^ He will be able, of course, to adopt another policy ; he nxay, c.g., sell more than half of 
the unused coupons and increase his expenditure ou services. 
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tioni is prevented. For a poor man, being able to sdl his coupons to 
the Government on the above terms, is likely to prefer to do this, 
rather than sell them illegally, even if the price offered were higher. 
On the other hand, the rich wdl be discouraged from buying 
coupons illegally because they will have to pay for the coupons 
more than their face value, and thus pay for the purchase of any 
particular good more than twice its price. 

(2) Under the system allowances are granted automatically to 
the lower income groups. 

(3) All tliis is done witliout any administrative machinery, such 
as census of incomes, etc. 

It is true that this scheme implies some increase in Government 
expenditure, but after allowing for this increase, the curtailment of 
total expenditure in shops is stili greater than it would be if all people 
used all their coupons. This is because only half the amount of 
coupons which the poor, at present, could not spend because of 
insufEcient income, would, under the above arrangement, be used 
for purchases, wliile die other half would be given up to the 
Government. 


ADMINISTRATION OF THE SCHEME 

A certain difficulty in the running of die scheme may arise from 
the possible destruction of coupons by bombing. This may be 
prevented by issuing not actual coupons but books of Post Office 
Savings Banks model, in which die maximum expenditure for a 
certain period is credited to the owner, and on which he may draw 
the actual coupons from the Post Office, the procedure being exactly 
the same as with Post Office Savings Banks. 

The most difficult problem is to ensure that goods are not sold 
without coupons. For diis purpose a Retailers’ Controlling Office 
might be established to which the retailers return all coupons 
received and obtain there ‘retaijers’ coupons’ which they must, in 
turn, surrender to wholesalers when buying from them. These 
return the 'retailers’ coupons’, which must cover their full turnover 
as ascertained for payments of Purchase Tax, to the Authorities. 
The Retailers’ Controlling Office will be in tliis way in possession of 
data on purchases of each retailer and will be able to compare them 
with the amount of 'consumers’ coupons* surrendered. The amount 
of consumers’ coupons should exceed that of retailers’ coupons by an 
amount corresponding to retailers’ margin plus the fall in retailers’ 
stocks or minus their rise. The retailers will be requested to supply, 
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in addition, the value of their stocks at certain intervak, and so dhie 
Retailers* Controlling Office will he able to see whether a retailerk 
margin — as calculated from his purchases, coupons returned and 
changes in his stocks — ^i$ at a level customary for his line of business. 
In all doubtful cases an investigation of the actual margin must be 
carried out on the spot and heavy fines imposed if the case of selling 
without coupons is proved. Also the declared value of stocks must 
be checked by samples and fines imposed if a misleading declaration 
is discovered. 


HNAt REMARKS 

This scheme presents, I think, certain definite advantages. First 
and foremost it constitutes a real safeguard against inflation, and 
It can easily be adapted to the most stringent supply situation. 
Secondly, it is comprehensive and more cofivenient than the specific 
rationing of a corresponding range of goods; instead of struggling 
with an avalanche of coupons, for boots, clothing, electric torches, 
pots and pans, etc., etc., the consumer and the shopkeeper have to 
master only one set of coupons. Finally, altliough for particular 
reasons — c.g., nutrition — some goods must be rationed specifically, 
among the remainder the consumer has, in our scheme, the widest 
possible freedom of choice. Against this must be set the disadvantage 
of complex administration, although it must be stressed tliat the 
administrative problem of our scheme will be simpler than that 
involved by the specific rationing of all goods. 

Although income tax and specific rationing of commodities have 
been criticized above as methods for curtailment of general expendi- 
ture, they not only do not interfere with this scheme but actually 
supplement it. The savings accumulating as a result of the function- 
ing of the scheme should be at least partly collected not by borrowing 
but by taxation, and for this reason the income tax rate should be 
raised. In some cases this will bring a certain pressure on expendi- 
ture and so reduce the possibilities of evasion from our scheme. 

The rationing of some essential commodities is necessary also 
within our scheme, because the latter only reduces but does not 
abolish fully the inequality of expenditure. For this reason it may 
also be advantageous to ‘diflerendate’ our scheme by introducing 
food and non-food coupons. 



RATIONING AND PRICE CONTROL 
by M. Kalecki 

Fkom Bulletin, Vol. 6, No. 2 (February 5, 1944) 

I T has been stated time and again that price control without rationing 
is not eifFective in combating inflation.^ The inflationary tendency 
arises when the demand for consumption goods exceeds their 
supply at current prices, and therefore prices tend to increase. If 
they are fixed at the existing level the discrepancy between demand 
and supply must show itself in queues and shortages and the distribu- 
tion becomes haphazard. The reply to the opposite question, whether 
rationing makes price control unnecessary, is much less obvious. 
We shan start firom the simple case of rationing of one commodity 
and tlien pass to tlie more complex one of the point rationing scheme. 

I. Imagine diat rationing of a certain commodity has been intro- 
duced. The first requirement that it shall be effective in preventing 
the increase in price of this commodity is that the rations should be 
fixed at such a level as to match the available current supplies. If the 
ration is ‘too high’ the price will tend to increase. In some cases, 
however, prices may rise after rationing even if the ration has been 
properly matched with tlie available supply. 

Imagine that rationing is introduced at the stage where there is a 
tendency for inflationary price increases, that is, for the rise of prices 
out of proportion with prime costs, but that this has not happened 
in the past. In other words, the ratio of price to prime costs is still 
‘normal’ but there is a tendency for this ratio to increase under the 
pressure of demand. The introduction of rationing brings into equili- 
brium the quantities demanded and suppHed. Prices may neverdieless 
increase for a different reason. It seems fairly likely, at least for some 
commodities, that rationing reduces the sensitiveness of customers to 
price differences as between various sources of supply. Thus, the 
market becomes more imperfect; competition becomes less keen; 
and the price may increase although the disequilibrium between 
demand and supply has been removed by rationing. To prevent this, 
price control is required. 

2, We see that there are some reasons for accompanying rationing 

^ c£. M. Kalecki, *What is Inflation?* (See p. 80.) 
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by price control if wc want to keep the price at the level which 
prevails at the time when rationing is introduced. We are going to 
show now that price control is even more important if we want to 
reduce the price. Such will be the case, for example, when rationing 
is introduced after a certain measure of inflation has taken place, 
that is, after the price of a given commodity has risen appreciably in 
proportion to its prime costs under the pressure of demand. Can 
we expect that rationing by itself will do the trick? The reply is 
rather negative. 

First, rationing is usually combined with a quota system, that is, 
the allocation of supplies to firms in certain fixed proportions. As a 
result, after rationing which matches the current suppHes has been 
introduced the firms cannot tend to increase their sales by competing 
with one another. But even if we assume that tlxis factor is not 
effective because rations have been fixed somewhat below the level 
matching the available supply, there is another reason why it is very 
uncertain whether prices woiild fall. As already mentioned, rationing 
may cause the market to become much more imperfect and this will 
prevent competition from getting the price down. 

The most effective way, dien, to reduce the prices to the ‘normal 
level,’ that is, to the level which shows a ‘normal’ ratio to prime cost, 
is price control. It should be added, however, that if prices are 
reduced considerably below the level they have previously reached, 
it may necessitate some reduction in the ration. For the reduction 
in price may increase demand somewhat by inducing those people 
who at the old price did not use fully their coupons to increase their 
purchases. 

To sum up; in order to reduce the inflated price it is necessary to 
accompany rationing by price control. The ration in general must 
be somewhat lower than that which would match current supplies 
at the price which was in existence at the moment of introduction 
of rationing. 

3. All the conclusions arrived at above are applicable to a point 
scheme. The ration in terms of points must match die current supplies 
in terms of points. Price control is desirable if it is intended to keep 
the prices at the level prevailing at the moment when rationing is 
introduced. It is necessary if it is intended to reduce the prices below 
this level. There are, however, additional problems to be considered. 
We arc now dealing not with one good but with an aggregate of 
goods. That demand and supply arc equilibrated by radonitig for 
goods in terms of points does not mean that such an equilibrium 
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exists for each of the goods in question takra separately. Demand 
and supply for single goods may be adjusted cither by the automatic 
movement of uncontrolled prices or by changes in points values, that 
is, in points necessary to purchase a unit of a given good. 

We shall argue that the latter is the preferable way. The system of 
prices should be controlled while demand and supply for single 
commodities should be brought into equilibrium by varying the 
rdarive point values. This may be supplemented by changes in the 
relations of controlled prices. 

It may be shown that if such adjustments arc left to the ‘free play’ 
of prices it is by no means certain that the price index of the com- 
modity group considered would not increase. Take, for instance, 
the case when we have two commodities A and B in the point scheme. 
Let us assume that the total number of points in the ration is divided 
equally between these two commodities, and so is their value in terms 
of money. Imagine now that the demand shifts from A to B, while 
the supply of eifoer commodity is fixed. Imagine further that A has 
closer substitutes among the commodites outside the group than B. 
Then the relative price rise in B wiU be higher than the relative price 
fall in A and the price index of the group will rise. Of course, when 
demand shifts from B to A there wiJJ be a decrease in the price index 
of the group. 

There is, however, a factor which makes for a tendency for die 
price index of the group rather to rise than to fall when demand shifts 
from one commodity to another. So far we have assumed diat price 
changes have to be such that the volume of sales of either commodity 
would remain unchanged. In fact, that will be true only of the 
commodity in greater demand if its supply cannot be increased. But, 
the price of a less demanded commodity may not fall at all or at least 
not enough to prevent a decline in the volume of its sales; the fall in 
demand may cause a reduction in supply or an increase in stocks. 

It follows that the best way to stabilize the price index of the group 
is to keep the price of commodities concerned under control and 
change the relative point values until equilibrium of supply and 
demand is achieved for aU commodities. It may be useful to supple- 
ment this measure by changes in the relations of the controlled prices, 
in particular when a large part of the consumers do not use their 
coupons fully and thus are not subject to the in fluence of changes in 
relative point values. We may thus conclude that in the case of a 
point scheme, price control is desirable for additional reasons and that 
it should be combined with variable point values. 
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4. An interesting illnstratioti of tic above miy be found in the 
developments whidb took place in the first years of rationing of 
clo thin g and footwear when it was unaccompanied by price control 
After the introduction of rationing in June, 1941, the retnl price index 
of the Ministry of Labour continued to rise until March, 1942, 
the total rise in that period having been about 10 per cent. It is true 
that in die same period there was some rise in the prices of raw 
materials and wages in this sector, but from all that we know the 
order of these changes was not such as to justify the increase in the 
prices of finished products by 10 per cent. We also know that in the 
same period a shortage of cheaper goods was noticeable and probably 
it is mainly their prices that caused the increase in the price index. 

The rise in prices after the introduction of rationing might have 
been due to the rations being too high in relation to the available 
supply. But the shortage of cheaper goods points to another factor 
which might be even more important in this context. The shortage 
of cheaper goods was most probably due to a relative shift in demand. 
The rationing of clothes and footwear cut severely the consumption 
of the higher income groups while tliat of the poor was little or not 
at all affected.^ The structure of production, however, did not adapt 
itself to this change for some time. (The quota of firms specializing 
in production of cheap and expensive clothing were probably re- 
duced in the same proportion initially). Asa result there was a ten- 
dency for cheaper goods to increase in price while the prices of more 
expensive goods did not fall.* Thus there was a tendency for the 
price index of clothing to increase even independently or the fact 
that the rations might have been fixed a little too high in relation to 
die available current supply. 

After a certain time, in order to accelerate the change in the 
structure of production, price controlled utility goods were intro- 
duced. As a result after March, 1943, the price of clothing ceased to 
rise and, in September, started to fall. The analysis of the extent to 
which this fall was due to the pressure of price control or to the 
reduction in costs of production of utility goods and their exemption 
from purchase tax is beyond die scope of this paper. 

5. It follows from the above argument that it is always useful and 
in most cases necessary to supplement rationing by price control. 

* This mfluence was probably more important tliau the tendency of individuals to buy 
better quality goods for tlw:ir coupons. 

* The increased market imperfection resulting from rationing, in particular in goods 
bought by richer people whose consumption has been cut by rationing much below the 
level they could afford out of their incomes, may have contributed to this. 
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This conclusion is of some practical importance for the post-war 
transition period. As long as some commodities arc in scarce supply 
bodi rationing and price control must be maintained. And even after 
rationing is made unnecessary by ample supplies, price control may 
be usefully applied for pressing down prices which are ‘high’ owing 
to a considerable degree of market imperfection or the existence of 
industrial monopolies. 



INFLATION. WAGES AND RATIONING 
by M. Kalecki 

Rjbpbinted fhom ‘The Banker’ (October, 1941) 

BY KIND permission OF THE EDITOR 

T he inflation controversy that lias been in progress ever since 
war began was recently carried a stage farther by the White 
Paper on Price StabiUzation and Industrie Policy, which in effect 
advocated stabihzation of wages as the remedy. My object in this 
article will be to examine this proposal and to advocate compre- 
hensive rationing as a preferable alternative. The problem of infla- 
tion arises in war-time because the volume of employment is 
maintained or even increased, whereas die output of consumption 
goods falls considerably, partly because man-power must be diverted 
from civil to armament production, partly because of difScultics 
in importing food and raw materials. Thus, unless the consumption 
of those other than wage-earners is reduced (to the full extent of 
the decline in consumption goods output, or even more) the amount 
of goods purchased by workers for their hourly wage must fall. 
Consequently, prices rise in relation to wages so as to cquiUbrate 
the demand for and supply of consumption goods. In an endeavour 
to restore the previous level of real wages, the workers demand 
higher money wages, which leads to the ‘vicious spiral’ — ^not, it 
will be noted, as the cause, but only as a symptom of inflation, in 
the sense of a deficiency of goods relatively to the volume of pur- 
chasing power. 

What happens in this situation if money wage rates are stabilized? 
Prices must increase in the first instance up to the point at which 
real wage rates arc reduced suflSciently to equate the demand for 
consumption goods to their supply. But because wages are kept 
stable no subsequait rise of prices ensues. Real wages are reduced, 
but this no longer sets in operation the ‘vicious spiral’. It is im- 
portant to notice that real wages will not be stabihzed at the lower 
level tliey first reach. Any furtlier fall in tlie supply of consumption 
goods will automatically cause a further decline in real wages. If, 
for instance, the deficiency in the output of consumption goods 
is at first made good to a certain extent by depletion of stocks, 
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the rise in prices and fall in real wages may be moderate. But after 
stocks are exhausted, prices must rise to a level whicli equalizes 
demand and current output. Or if because of increased difficulties 
of importing food there is a further fall in supplies, real wages 
decline again correspondingly. 

Thus both laisser-faire inflation and stabilization of money wages 
will have tliis in common: that the lower income grades are hit, and 
it is the reduction in dieir consumption wliich keeps in balance the 
demand for and supply of consumption goods. This is not only an 
evil in itself, but it tends also to reduce the productivity of labour 
botli in the war sector and in consumption goods industries. There 
is consequently a danger that the war effort is impaired and the out- 
put of consumption goods falls further still, causing an additional rise 
in prices and fall in real wages. 

It is sometimes assumed that inflation may be stopped directly by 
an all-round control of prices. No decrees about prices can, how- 
ever, increase the supply of goods. The outcome of price-fixing 
measures is either that prices continue to rise illegally or that the 
discrepancy between demand and supply is reflected in a shortage 
of goods and queues. Inflation still exists, but its shape is altered, 
hi tliis form it victimizes chiefly the people who have no time — or 
servants — to make the best of die state of haphazard distribution: 
in odicr words, those who work hard and liavc low incomes. 
That such a state of affairs is detrimental to the war effort need 
hardly be pointed out. 

All this leads us to rationing as the true remedy against inflation. 
Comprehensive rationing of goods in short supply avoids rising 
prices, depletion of stocks and also haphazard distribution. For 
demand is now adjusted to supply by the direct curtailment of 
expenditure. And in contrast with the position under laisser-^faire 
inflation, wage stabilization, or price control witliout radoning, 
the largest cut in consumption is exacted from those with the highest 
standard of living. Of course, rationing of all goods by description 
would be quite impracticable. However, the purpose may be 
achieved grosso modo by rationing retail spending in the aggregate. 
This was the essence of my plan, the final version of which was 
presented at the beginning of tliis ycar.^ Since that time, tlic piece- 
meal rationing of food has been considerably extended and rationing 
of clotliing introduced. To superimpose rationing of total retail 
expenditure upon the amount of piecemeal rationing now in 

^ See page 137. 
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existence would create a system of great complexity, because for a 
wide range of goods two types of coupons would have to be 
surrendered. I nave therefore suggested that the rationing of 
expenditure should now be used for closing the gaps in the existing 
rationing system. 

The most important of these gaps is unradoned food — ^which 
sriU represents two-thirds of the total expenditure on food, drink, 
and tobacco. Rationing of joint retail expenditure on these items 
would have two important advantages over a further extension of 
specific rationing in this field: first, further additions to the list of 
rationed foodstuffs would render the rationing system very com- 
plicated and cumbrous ; secondly, and more important still, whereas 
the commodities so far rationed arc universally consumed, this is 
not the case for many of the commodities at present unrationed. 
It is, therefore, important to secure freedom of choice in consump- 
tion of dicse remaining goods. 

The control of rationing by value is in general more difficult than 
rationing by weight or points, because of differences in wholesale 
and retail prices. However, in the case of food, drink and tobacco, 
this difficulty may be easily overcome, since in this field most 
retail prices have a uniform level all over the country. It is, tiiere- 
forc, possible to enforce the following rule: when the shopkeeper 
buys these goods from the wholesaler or manufacturer he must 
surrender coupons for the amount representing their retail value. 
In this way, rationing by value would operate much like rationing 
by points, and could be organized by the Ministry of Food and the 
Board of Trade on the same lines as the rationing schemes now in 
existence. 

The value of the ‘expenditure ration’ to cover food not rationed 
specifically, drink and tobacco, must be fixed at such a level that: 
(i) rimning down of stocks ceases; (ii) prices in general cease to rise, 
and in the case of such commodities where the price advance up to 
now has been very sharp, should actually fall; (ui) acute shortages, 
queues and so on, should become uncommon. Restaurant meals 
must be included in food rationing, but the total value of coupons 
surrendered should be equal not to the price of the meal — which 
includes the cost of cooking, and all the other services involved — but 
to the retail value of the ingredients. In addition, I suggest : (i) supple- 
menting the point rationing of clothes and footwear by prohibiting 
tire manufacture (or import) of goods over a certain price limit, 
which would render rationing by points rather more similar to 
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rationing by value; (ii) the immediate introduction of a stringent 
combined point rationing of coal, gas, and electricity. 

Finally, I propose the following solution to the problem of 
people with low incomes being unable to purchase the full ration. 
The Government should declare that it will buy unused coupons of 
every description at the values to which they relate (in the case of 
point coupons for clothes and footwear their ‘average’ value would 
be paid). As a result, any one unable to use a certain part of his 
coupons because his income is too small would be able to sell half 
of the unused coupons to the Government, and so obtain the 
wherewithal for using the other half. In this way, allowances are 
granted automatically to the lower income groups, while at the 
same time the transfer of their coupons to richer people by sale on a 
black market is prevented.^ Tlais scheme implies, it is true, a certain 
increase in Government expenditure, but every coupon bought by 
the Government makes sure that the consumption of rationed goods 
will be to that extent below the level corresponding to full use of 
coupons issued. 

The above measures would, I believe, create a fairly comprehen- 
sive and equitable system of distributing goods in short supply, 
though it would probably be desirable to include in the rationing 
system some additional categories of non-food goods and services. 
On the other hand die scheme outlined would probably give rise 
to objections of various kinds. It might first be asked why it is 
necessary to curtail expenditure on consumption by the troublesome 
means of comprehensive rationing. Could not income tax or Mr. 
Keynes’ plan do the job? The answer to this is that an increase in 
income tax or the imposition of ‘blocked saving’ may result chiefly 
in a reduction in Tree saving’ or even in dissaving. Still more 
important, perhaps, is that even if expenditure is curtailed, this may 
happen in an unhelpful way: for example, people may spend less, 
say, on entertainment and education, whereas it is food wliich is 
actually scarce. To achieve the same result as the direct rationing of 
food expenditure by taxation or any other indirect methods is for 
these reasons impossible. 

Another question is: What will be the repercussion of possible 
wage increases on the system of comprehensive rationing ? It must 
first be emphasized that what drives wages up in the Vicious 
spiral’ is the rise in the cost of hving. Once this problem has been 
tackled by comprehensive rationing, the rise in wages will have the 

* Such a black market already exists in clothing coupons. 
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character of adjustments and thus will be on a moderate 'peace-time’ 
scale* Further, wage increases could then affect the demand for goods 
in scarce supply only in so far as they made possible a fuller use of 
their rations by the lower income groups. This might conceivably 
entad some reduction in tlie general ration. But if the system of 
granting allowances by buying up of unused coupons is adopted, 
such changes could be only small. In other words, the problem of a 
rise in wages is to a great extent divorced from that of the demand 
for goods in scarce supply. 

There still remains to be considered, however, the influence of a 
rise in wages on prices via costs. But tliis is only a special case of a 
more general problem ; a rise in the price of foreign raw materials 
would create exactly the same difficukies. It is here that the poHcy 
of pficc control and subsidies may play its proper part. While these 
measures cannot solve the problem of inflation arising out of the 
scarce supply of goods, they may be used effectively to prevent 
price increases coming not from the demand but from the cost, 
side. Lastly, it may be objected that comprehensive rationing 
considerably reduces the incentive to work harder or more efficiently, 
because it makes it impossible to spend earnings over a certain 
limit. It must be noticed first that there still remains the accumula- 
tion of savings as an incentive, and that a certain range of goods, and 
particularly services, would remain unrationed. In addition, how- 
ever, the incentive may be strengthened by differential rationing. 
It has now been officially recognized that heavy workers need liigher 
food rations. A more refined differentiation could be introduced 
in addition based upon working time, etc. Nor would tliere be 
anything to prevent the introduction of non-food coupon premia for 
extra work or more efficient work. It is finally important to stress 
that comprehensive rationing of food would remove those obstacles 
to work which at present result from shortages and queues. 



THE PROBLEM OF PRICE AND 
WAGE CONTROL 

by J. Steindl 

From Buluetin, Voi,. 4, No. 14 (October 10, 1942) 

A S the fear of inflation in the Unites States grows more acute, the 
discussion of the remedies reaches a new stage; after the imposi- 
tion of a (partial) price ceiling in May, 194a, the immediate issue 
is that of farm prices and of wages. The Canadian experiment of 
stabilization of all prices and wages, begun in December, 1941, is 
looked upon as an example. Great Britain is in a much more advanced 
stage of a war economy and has had more experience than either of 
these countries; in spite of this the policy of a wage stop, which was 
proposed and dismissed over a year ago, is again attracting attention.^ 

I. The Canadian Experiment 

Since December i, 1941, no retailer, wholesaler, or manufacturer 
in Canada is allowed to sell any commodity at a price higher than the 
maximum price at which he sold it in the basic period (September 1 5tli 
to October II, 1941); a revision of this ceiling is only possible with 
the permission of the War-time Prices and Trading Board, and all 
traders were licensed for the purpose of control. Simultaneously, no 
employer may pay wage rates higher than those in force on November 
15, 1941 (or any higher rate in force before that date — ^but this is in 
practice unimportant) ; he may depart from this only with the per- 
mission of the War Labour Board. This Board may grant an increase 
on one of two grounds : if wages are low as compared with the same 
or a substantially similar occupation in a comparable locality; or it 
may grant a cost of living bonus. This bonus is based on the official 
cost of Hving index, but it does not provide for a stable real wage in 

* Sir Johii Wardlaw-Milne, speaking in the House of Commons on September 9, 1942, 
about the necessity of controlling wages as well as prices, said: ‘The Government arc creating 
a vested interest in carrying on the war, and that is an extremely dangerous situation.* 
{Finamiiat News^ September 10th.) 

The Chancellor of the Exchequer stated on September 29th that the Government ‘continues 
to rely on those concerned with wage negotiation in industry and on tribunals to handle 
claims for wage alterations with the full sense of responsibility which they share for safe- 
guarding national and not merely sectional interests. If that sense of responsibility were to 
break down, die price stabilizauon policy would become impossible and the Government 
would have to reconsider the position.* (Manchester Guardiaut September 30, 1942.) 
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terms of tliis index. Pint, the adjustment is considered only at quar- 
terly intervals; secondly, the bonus provided for a i per cent increase 
m the cost of living amounts in many cases to less than i per cent 
of earnings.’ The wage stop was supplemented afterwards by a 
stop on salaries (including managerial salaries). The necessary corol- 
lary of the wagepohey is a strict essential works order, and the recent 
introduction of ‘rationing’ of labour to non-essential industry. 
Though the wage stop within the terms of the order is extremely 
strict, it would not prevent an inflatory spiral if the attempt to 
stabilize the cost of Hving were to break down. 

The most important aim is therefore the preservation of the present 
ceiling on retail prices (including services and rents). Where the 
necessity for an adjustment has arisen, the retail price has been chosen 
in most cases as the fixed point, and wholesale and manufacturing 
prices have been ‘rolled back’. Such adjustments have become 
necessary for various reasons, for example, seasonal price variations, 
rise in import prices, and the fact that some retail prices were not 
yet adjusted to the increased wholesale prices at the time of the 
imposition of ceiUngs. No doubt there are other factors which 
wiU make adjustments necessary also in the future (for example, cost 
increase due to less efficient labour). Three ways were open for deal- 
ing with the problem; squeezing of profit margins, reduction of cost, 
and subsidies. The ‘squeeze’ has m many cases been distributed 
in some way between retailers, wholesalers, and manufacturers; 
reduction of cost by simplification, ehmination of ‘frills’, and stan- 
dardization is playing a very important part, and is a desirable effect 
of the pressure exerted by the ceiling.® This pressure will also help 
to bring about concentration, both in production and in distribution. 

Subsidies have been granted in a number of cases to offset cost 
increases. The sum has so far been rather small, but it seems to be 
growing. For the financial year 1942-43 the total cost of subsidies 
is estimated at $50 miUion. In tlic administration of these subsidies 
an interesting practice has been developed, for example, in the grocery 
trade.® The subsidy, calculated so as to offset the cost increase, is in 
the case of each individual firm reduced by the amount by which 
the firm’s net profits exceeded its standard profit under E.P.T. before 

^ The bonus is 25 cents weekly (for 1 per cent increase in cost of living) in the case of 
adult male workers; it is therefore less than 1 per cent for all those whose earnings arc above 
$25 a week; but for female workers whose earnings are below $25 and for youths under 
21 years the bonus is 1 per cent of earnings. 

* The policy described above is similar to tlic price and wage stop policy pursued in 
Germany from 1936 onwards- 

® See Canadian Lahaur Gazette^ April. 1942, p. 431. 

L 
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the cost increase occurredi ; that is, in so far as the cost increase absorbed 
only excess profits, it is not compensated by a subsidy. If this arrange- 
ment becomes general, there would be a tendency for reduction or 
elimination of excess profits with rising cost and the subsidies would 
tend to estabhsh standard profits (or the profits in the basic period 
of the price control, if they are lower than standard profits), provided 
that the firm continues to work with the same efficiency as before. 

On the surface it appears that the ceiling policy has so far been 
successful. The officid cost of living index kept remarkably stable 
at 115*8 in June, 1942, against 115*410 November, 1941 (on the basis 
of September, 1939 == 100). This success must not be overestimated. 
To quote an American commentator: ‘Relative stability in the index 
of living cost, however, does not necessarily indicate that the cost of 
living has not gone up. There have been persistent reports that low 
profit lines have been discarded for those on which higher profits 
could be made. While these reports cannot be verified there would 
seem to be httle reason to doubt such a development.’^ The cost of 
hving index wdU less and less reflect the real deterioration in the 
standard of living with a given money income as scarcities appear 
and the consumer is forced to substitute more expensive or less 
satisfactory commodifies for the customary ones, or finds it im- 
possible to substitute anything at all. 

This leads to the main problem of the Canadian price poHcy, 
that of the inevitably appearing scarcities which have already led to 
a hesitant adoption of rationing in some cases (sugar, tea, coffee, 
gasohne). while retail sales were strongly increasing up to the first 
months of 1942, the supply of civihan goods has been reduced, and 
will certainly be cut down further. In some lines (mainly durable 
goods) the restriction of supphes has been felt already by the con- 
consumer; the sales of radio and electrical stores show a significant 
decline as compared with last year, an indication of existing scarcity 
in view of the generally increased demand. If these scarcities spread, 
the price poHcy will come up against its real test. 

2. Price Policy in the United States. 

The principle of the general price ceiling in U.S., effective since 
May, 1942, is the same as in Canada: no seller may enhance the price 
of a commodity above the maximum price which he asked in the 
basic period (March, 1942), except with the permission of tlie Office 

* Jules Backman, ‘Six Months of Canadian Experience under a General Price Ceiling,^ 
Duns Reuioif, August, 1942, p. 10* 



The Prohletn of Price and Wage Control 155 

of Price Adinitustration. Control by tbe consumer is facilitated in 
the case of about two hundred essential goods (‘cost of living com- 
modities’) by the obligation to exhibit prices visibly together with 
the goods. The control extends to all stages, manufacturing and 

ire most farm products, wages, and those 
are specifically controlled (all essential raw 

The Conference Board, New York, made a survey of two months’ 
experience under the ceiling pohey.^ Its conclusions are that there 
has been ‘a fairly general decUnc in profit margins’, due to increase 
in cost; in part, however, the increase in cost is due to reduction in 
output. Subsidies would be required, but many executives are 
opposed to the principle of subsidies and prefer stabilization of all 
cost items. For companies which are highly taxed most of the cost 
increase is borne by the Treasury. 

The policy of standardization, cost reduction, and concentration 
has hardly been started as yet, but it will become very important in 
view of the considerable reduction of civilian supplies. It can be 
foreseen that as this policy develops there will be more and more 
specific price control, with scheduled maximum prices for standard- 
ized commodities, and the general ceiling will appear as a temporary 
framework at a later stage. This may also make it possible to depart 
from the rigidity of the ceihng pohey which leaves no room for 
relative price changes. 

Farm prices on the average had reached 100 per cent parity by mid- 
May,® but many individual farm products were much below parity 
(for example, rye, wheat). Under the February legislation, no farm 
price could be made subject to ceiling until it had reached no per 
cent parity. Those farm prices which were above 1 10 per cent parity 
were to be kept at the existing price. This led to a conflict between the 
President, who wanted to set a ceiling for farm prices at 100 per 
cent parity, and the ‘farm-block’ of Congress members who wanted, 
in effect, a higher parity (they proposed to change the calculation of 
parity by including all farm labour, also unpaid family labour, in 
the goods bought by farmers, and lOO per cent parity according to 
this new calculation amounts, it is said, to about 112-5 pet cent parity 
in terms of the old formula). The legislation which w^as passed at the 
beginning of October establishes the principle of 100 per cent parity 

^ Quoted from Commercial and Fittancial Chronicle^ August 6, 1 942 

® Parity is tbe relation btnwccn the pnee of a farm product and the average price of all 
goods which farmers buy, expressed as a percentage of tlic same relation as u existed in tbe 
average of the years 1910 to 1914* 


distribution. Exempted i 
goods the prices of which 
materiab). 
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but allows for an increase in farm prices in accordance with an 
increase in cost of production. 

There are two ways of meeting the demands of the farmers : eidier 
the whole price ccilmg is raised, or else the farm prices arc kept at 
existing levels and the farmers granted subsidies which give them 
substantially the same advantage as the higher prices would. In this 
way the requirement of an incentive for farmers could be met, and 
at die same time the subsidies could be so devised as to provide an 
incentive in just those lines where production is needed; whereas the 
rigid principle of parity is purely irrational from this point of view. 
It may be objected that such a policy would increase purchasing 
power; but as it will be necessary anyhow to control demand directly 
by means of rationing and licensing, this argument is not decisive. 

Up to now wa^e rates have been subject to control in so far as wages 
disputes were referred to the National War Labour Board (formed 
in January, 1942). The Board formulated the principles of wage 
control on the occasion of the ‘Little Steel Case’ ; the real wages of 
January, 1941, are regarded as peace-time standard; the cost of living 
since that time increased by 15 per cent, and any group of workers 
who did not receive a corresponding increase in wages between 
January, 1941, and now, are entitled to it. Apart from this, adjust- 
ments are allowed on the grounds of inequahties and abnormally low 
standards of Uving. 

3. The Question of Wage Control 

At present the U.S. administration seems to have given way to 
the critics of its former poHcy, who argued that the continuation of 
bargaining and the consequent wage increases would break the price 
ceiling and create inflation. 

There are two ways in which wage increases could endanger the 
price ceiling : the one is by the action of the increasing wage bill on 
the demand for consumption goods, the other by the increase in 
cost of production. We shall deal with these two factors in turn. A 
wage increase will indeed increase the demand for consumption 
goods, and, if civilian supply is limited, an ‘inflationary gap’ will 
appear; but it is by no means the only factor which can create such 
a gap; the most important under the present conditions in the United 
States is probably the restriction of civilian supply. Apart from this, 
the wage bill will rise, even with fixed wage rates, for various reasons.^ 

If the wage stop in itself is no guarantee against inflation the 

Kalecki, 'Inflation, Wages, and Rationing/ p. 147. 
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position of labour under such a policy must be fairly considered. 
They have reason to fear that they will be delivered up to open or 
hidden inflation with their hands bound by the wage stop. Against 
the first danger, that of open inflation, they may be partly secured, 
if the wages are in some way bound up with the cost of Hving, as in 
Canada. But there is hardly any means of securing them against the 
more ‘subtle’ forms of inflation: deterioration in quaUty of goods, 
enforced substitution of more expensive and less useful goods, for 
those which are included in the cost of Hving index, and scarcities 
which make it often impossible to get essential goods for any but the 
lucky or leisured buyers. It is therefore easily understandable that 
labour is hostile to a wage stop. Moreover, as the policy is inadequate 
for preventing inflation, it only serves to delay and to sabotage the 
adoption of really eflhetive means. It has been shown by the British 
experience that the adequate way of preventing inflation is the 
ehmination of excess demand by comprehensive rationing. The 
United States will have to follow substantially similar Hnes, or they 
wiU find it difficult to avoid inflation in one form or another. It 
remains to consider whether the wage stop is useful as a supplement- 
ary measure, provided tliat not only prices but also quauties and 
rations are guaranteed; or, alternatively, whether there are specific 
reasons against a wage stop even under these conditions. This leads 
to die second effect of a wage increase on prices, its effect via cost. 

In so far as wage increases take place in industries which are working 
for government account, diey will only be reflected in the prices 
which the Government has to pay for armaments. In so far as they 
take place in the civiUan sector, in wliich prices arc subject to the 
ceiling, the wage increase will ‘squeeze’ the profit margins. The 
resulting problem is in principle not new, because a squeeze on profit 
margins exists, as the Canadian experience shows, even in spite of a 
wage stop. It may be dealt with in the following way: after having 
considered die possibiHtics of taking up the squeeze by economies 
through standardization, etc., the Government may decide to give a 
subsidy on the product in question which compensates (pardy or 
wholly) the increase in cost. This subsidy should be calculated so 
that it gives a company working with reasonable efficiency and full 
use of its available labour supply the possibiUty to earn just their 
standard profits under E.P.T., but not more. In this way, cost in- 
creases would be allowed to absorb excess profits and would only be 
compensated by subsidies in so far as they would make it impossible 
for a firm to earn standard profits with reasonable efficiency. The 
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advantage of this arrangement is that it would provide for a ^eatcr 
incentive. Firms earning just standard profits would at least have a 
much greater incentive for not slackening their efforts than firms 
earning excess profits.^ 

Wage increases are therefore by no means incompatible with a 
poHcy of price stabilization. Under a rigid price ceiling most of the 
wage increase will be paid, directly or indirectly, by the Treasury. 
If the demand for consumption goods is controlled by rationing, the 
increased wages will largely be saved (except in so" far as wage in- 
creases will enable some groups of workers to use their full ration) 
and therefore lead to a somewhat greater national debt. 

As there is no reason why wage stabilization should be a necessary 
part of a policy to prevent inflation, the arguments which speak 
against it may be given due weight. If wages are fixed, the incentive 
of wage differentials to bring about shffts of labour to essential 
occupations cannot be made use of fully (tliis is of great importance 
under present conditions in the United States). Rchance must then 
be put exchisipely on the shifting of labour and tying of workers to 
jobs by methods of compulsion; and the situation resulting may 
sometimes be exceedingly harmful to production (tying of labour 
to industries where the workers get lower wages tlian they could 
easily get elsewhere, compulsory shifting of labour to lower paid 
occupations). Giving up the method of bargaining involves regimen- 
tation of labour to a degree which cannot be decided upon 
view of its repercussions on production. 

Finally, there is one consideration which is obviously of great 
importance for the United States, but no less applicable also to 
Great Britain : the policy of wage stabilization is an inadequate policy 
for fighting inflation, but tliis is not generally rcaUzed. There is, 
therefore, a danger that it may be used to delay the adoption of 
effective means. Discussions in both Houses of Parliament show that 
it affords distinct relief to turn away from the sterner tasks of fuel 
rationing, and to ‘try it this way’. A policy of wage stabilization, 
apart from the harm it would cause directly in the field of labour 
policy, could only serve to distract attention from the problems of 
rationing and equitable distribution which to a large extent have 
still to be faced. 

* This is an application of the principle developed by M. Kalccki (*The Problem of Profit 
Margins*, p. 382). The practice, developed in Canada m some cases and described earlier m 
the text, of deducting from the amount of subsidy due to a firm the excess profits which the 
firm earned before the cost increase, has a degree of resemblance to this principle. It would 
tend to bring the firm down to standaid profits, on the basis of its present efficiency; a deteriora^ 
tion in efficiency would then lead to the loss of part of the standard profit. 






RATIONING AND INDEX NUMBERS 
by J. L. Nicholson 

The following article is based on one which appeared in 
The Review of Economic Studies^ Vol. X, No. t> Winter 
1942-3. It is included here by kind permission of the 
Editors of that Journal. 

W HEN rationing is introduced, the consumption of certain 
commodities is restricted and the consumer, in deciding how 
to spend his money, is unable to exercise the same freedom of 
choice as he did before. At the prevailing prices, it cannot be 
assumed, therefore, that he would purchase the same goods, and in 
the same quantities, as he would in the absence of rationing. When 
estimates are made of changes in real income, some allowance 
should, strictly speaking, be included for the effects of such limita- 
tions on the consumer's freedom of choice. 

A method is developed, in the first part of this article, by which 
the loss in real income caused by rationing may be approximately 
estimated. The second part gives a diagrammatical representation 
of the problem, as well as an analysis of different types of demand 
curve. An attempt is made, in the tliird part, to apply the method; 
but, since the data which are available arc very fragmentary, the only 
purpose of making an estimate is to give some idea of the probable 
order of magnitude involved. 

T. Derivation of the Method^ 

Let X and Y represent rationed and unrarioned goods respectively. 
Let Xi and be the quantities consumed at the first date, prior 
to the introduction of rationing, and .r2 and Y2 the quantities con- 
sumed at the second date, after rationing has been introduced. 

Let and Py be die prices at the first date, and px and py the 
prices at the second date, of X and Y respectively. 

It is assumed that the quantities consumed before the introduc- 
tion of rationing can be represented by a point of equilibrium on a 
particular indifference curve connecting X and Y. Suppose that this 
indifference curve is represented by a function of x, denoted by 
/(x), so that Yi ~~~ f{xi). The introduction of rationing causes the 

^ The non-mathematacal reader may omit this section. 
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consumption of X to be reduced from Xi to scg. In order that real 
income should remain constant, the consumption of imrationcd 
goods would then have to increase from f{xj) to /(jcj), and the 
difference between /(xg) and provides an indication of the 
change in real income between the two dates.^ Thus, if we can 
determine /(xg), we can obtain a measure, though not necessarily 
the only possible measure,® of the loss in real income caused by 
rationing. 

Further notation must now be introduced. 

Write R= — f'{x) for the marginal rate of substitution o£X for Y, 

and let Ri = — f'(xi) — — 

Py 


LetjB == y-iPy and let 

at the first date. 


z==z the proportion spent on X 



ofX 


the proportionate reduction in the consumption 


dlog 


%)1 


Write O’ — for the elasticity of substitution between 

d log P 

X and Y, and for the elasticity of substitution at the point 

('Yi, pi). 

(W[ 


dlog 


1 1 


Let f) == — ™ , a second order elasticity of substitution, and 

dhgf"{x) 

let pi be the value at the point (x^, yi). 

R dx I xR 
X dR l/(x) 

. r , . dR R I R 1 
so that/"(x) — i~- + — 

dx (T t/(x) X 


Then <r ■ 




^ It is assumed, throughout this discussion, that there is no differenre between income 
and total expenditure. 

“ The indilieraicc curve passing through the point (xj, y*) would, theoretically, provide an 
alternative measure, but we have even less knowledge about the shape of this curve than we 
have of the indifference curve wliich passes througli the initial point of equilibrium (a^i, yj). 
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It can also be shown that 
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By Taylor’s Theorem, we have 
%2)=/W+ (-■<^2“ ^l)/'(^l)+ — 


+ 


(xg - Xi)» 


f'"(x,} + ... 


(xi — x.)® Rj I Ri I 
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(xj — .V2)® Ri 


6 Pi CTi 
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Xi 


2 rTj 
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:/(xi)+ rxi-^ + 

Py za-j Py l-K^ 


+ 


r*.v, P^ I f 


-f . 


6/>i<ri Py l-K^ ( a-i (i-K^) 

Now write LE — Xip^4 }’iPy, where L is Laspeyre’s formula for the 
change in the cost of living between the two dates, and let 
IE=- {L+\)E^x,p, + f{x,)py . 

1 is then an index of the cost of living based on the indifference 
curve f{x), and X indicates the reduction in real income caused by 
rationing, expressed as a proportion of total expenditure at the first 
date. 

Thus X £ (.Vj - .Xi) d- Py {/(xa) - /(xi)} . 

Substituting the expression for/(x 2 ) given by Taylor’s expansion as 
far as the second differential, and rearranging the terms, we obtain, 
as a first approximation : 


ric., 


Py Px 




Py 


Py 2 <ri(l-<cJ 


...(1) 
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Using Taylor’s expansion as far as the third differential, we obtain, 
as a second approximation: 


A ~ rif 


jPy P I Py 2ori(l~ir^) 


r I 

I + — 1 — - 

ipi } 



Thus, provided we have separate price indices for the various 
commodities, and provided we know the proportion which is 
initially spent on the goods which are subsequently rationed, the 
measurement of changes in real income depends on the possibility 
of obtaining estimates for parameters such as cr and p, which charac- 
terize the form of the indifference curve connecting the two groups 
of rationed and unrationed goods. It should be added that the 
formulae given here arc strictly applicable only if the proportionate 
reduction in consumption is the same for all rationed goods; if tliis 
is not the case, some allowance should properly be made for varia- 
tions in the shape of the individual indifference curves, relating to 
particular rationed goods. 


2. Indipfeuence Curves and Demand Curves 

Diagrams i and 2 illustratetherelationshipbetweendemandcurves 
and indifference curves. In Diagram i, the amounts of different 
commodities, X and Y, are measured along tlie two axes, /jis/j and 
J3N3 are indifference curves of the normal type. /2P2 and are 
price lines, indicating the possible combinations of X and Y wliich 
can be purchased with a given expenditure, at a given set of prices. 
I2L2 and /3L3, in the terminology of Hick’s Value and Capitaly are 
price-consumption curves, which join the points of tangcncy to 
indifference curves of various price lines, all passing through the 
same point on the Y-axis. X and Y are taken to represent rationed 
and unrationed goods respectively, and the consumer is supposed 
to have been in equilibrium, before tlie introduction of rationing, 
at the point where and pi are the amounts consumed of the 
two groups of commodities* 

It is assumed that the introduction of rationing causes a reduction 
in the consumption of X from Xi to Xg. If prices and money income^ 
remain the same as before, the individual will then be able to increase 
his consumption of unrationed goods from to pg, as indicated on 
Diagram i. But, in order to obtain the same satisfaction as before, 
the consumption of unrationed goods would have to be increased 
to so that he could reach the point Pg, on the same indifference 

^ Differences between money income and total expenditure being ignored. 
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curve as Thus, if there were no changes in price, the loss in real 

income would be given by f2 - ys* 

The loss in real income can also be illustrated on Diagram 2, 
wliich shows different types of demand curve. In this diagram 
rationed commodities, represented by X, are measured, as before, 
along the horizontal axis. Along the vertical axis arc measured dif- 
ferent values of R^, the marginal rate of substitution of X for Y, 
which is defined by the slope of the indifference curve at a particular 
point. The curves AgDg and A3D3 correspond, respectively, with 
the price-consumption curves and J3L3 in Diagram i ; for any 
point on J3L3, the curve relates the marginal rate of substitu- 
tion^ of tlie indifference curve at this point to the amount consumed 
of X. Let Ri denote the marginal rate of substitution at The 
corresponding point on is Qj, drawn vertically below Pj, with 
co-ordinates Ri and .Tj. Similarly R^ denotes the marginal rate of 
substitution at P2 and the corresponding point on A2D2 is Q2, 
having co-ordinates R^ and Xg. Any number of similar curves may be 
drawn, corresponding to the various price-consumption lines of 
the indifference curve map. 

If the prices of X and Y are denoted hy p{x) and p(y) respectively, 

for any point of equilibrium wc havcR^/™ Suppose that p{y) 

is constant and the level of money income is given. The curves 
A2D2, AqDq and other similar curves will then represent ordinary 
demand curves for X", each of which is constructed on the assump- 
tion that money income and tlie prices of all other goods are con- 
stant, while the different curves relate to different levels of money 
income. 

Defining real income as equivalent for all points on the same 
indifference curve, we can now construct a different type of demand 
curve, based on a constant real income. The curves and ^353 
in Diagram 2 are intended to correspond, respectively, with the 
indifference curves IiN^ and fjNg. If the curve /jiVi is defined 
by the function /(x), the curve will be defined by— /'(x). 
Thus, the co-ordinates of any point on are the marginal rate of 
substitution and the amount of X, indicated by the corresponding 
point on IiNi, A^S^ is derived, in a similar way, from the indifference 
curve /3A/3. Curves of this type, which can be constructed from any 
of the indifference curves, may be termed indifference demand curves. 

* This phrase will henceforward be used as short for ‘the marginal rate of substitution of 
X for Y.’ 
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Comparing the curves and A^S^, the former shows changes 
in the demand for X as real income increases along the price- 
consumption line /gLj; the latter shows changes in the demand for X 
on die assumption that changes in price are continuously offset by 
changes in money income, so that the level of real income, defined 
by the indifference curve I^N^, remains constant.^ The ordinary 
demand curve shows bodi the ‘income’ and the ‘substitution’ effects 
of changes in price; the indifference demand curve shows only the 
‘substitution’ effect. From these two curves it would also be pos- 
sible to construct a third, showing the ‘income’ effect alone. 

In the notation of die previous section, we have 

Y2- yi= fixi) - f{xi) ■= /f'{x)dx = / Rldx, 

that is the area under the curve AiSi between Xi and x^. Also 
ys '"~yi (*^2"^ ^1) ^'2)> is the rectangular area 

It follows that, if ah prices remain constant, the loss in real income, 
defined by y2“" /3» also be represented as the area Q2Q1C. 
The formula (1) above, which gives a first approximation to the 
loss in real income caused by rationing, implies that, over the 
relevant range (between Xi and Xg), the indifference curve 
can be represented by a parabola, so that the indifference demand 
curve AiSi is a straight line, and Q2Q1C is a triangle. 

It is worth noting that a simple connection exists between tire 
elasticity of the indifference demand curve and the elasticity of substi- 

R dx 


tution. Writing 


for the elasticity of the indifference 


demand curve, and otherwise preserving the same notation as 
before (sec page 160), we have: 

i xR ] ^ 

’ or cr(i — 

i f{x) ) 

Now writing e for the price-elasticity of demand and n for the 
income-elasticity of demand for X, the relation between e, n and <r 
is given by;* 

e = >/ -f- (l — iCx) ^ ^ 


^ The curve must he below the curve except when X is an "inferior* good. 

For ‘mternicciiatc’ goofis (neither "inferior* nor ‘superior*) the two curves would coincide. 
* Cf. Hides and Allen, A Reconsideration of the Theory of Value, Economica, 1934, p, 201 . 
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The elasticity of the indifference demand curve, as we should expect, 
is independent of the first term in this expression. 

3. Appucation of the Method 

Applying formula (i), shown above (page 161), we can obtain a 
rough idea of the effects of rationing on the cost of hving of the 
working-class, during the first few years of the war. The compu- 
tation necessarily involves a certain amount of guesswork and is 
given mainly for purposes of illustration. 

We shall consider only rationed foods, since the rationing of 
clothing has probably had httle effect on most working-class house- 
holds. According to the Ministry of Labour’s family budget 
inquiry in 1937-38, relating to industrial working-class households, 
expenditure on rationed foods amounted to about a quarter of total 
expenditure.^ For the period between 1938 and 1941, it has been 
estimated that, allowing for goods which arc not included in the 
official index, the cost of Hving of wage earners increased by 33 per 
cent.* Prices of rationed foods, as given by the Ministry of Labour, 
increased by 26 per cent in the same period, so that prices of un- 
rationed goods increased by 3 5 per cent. The average reduction in the 
consumption of rationed foods, including foods which are no longer 
obtainable, appears to have been between a half and one-third. 
The elasticity of substitution between rationed foods and all other 
goods has been roughly estimated® from American data at between 
0-6 and o-8. Substituting these figures in formula (i), we can 
estimate the additional increase in the cost of Hving, on account of 
rationing, at between 4 and 1 1 per cent. Thus, the final index, for the 
period from 1938 to 1941, is raised from 133 to between i37and 144. 
This estimate docs not allow for the rationing of goods other than 
food. Even so, it is evident that rationing has had an appreciable 
effect on real income, as here defined. 

It is interesting, finaUy, to see what the relative prices would have 
to be in order that the point Pg (shown on Diagram i) should repre- 
sent a position of equilibrium under a system of free market prices. 
The required condition is that the prices of rationed goods, relatively 
to those of unrationed goods, should increase in tiie ratio R^: R^. 
Using the figures given above, and the relations previously obtained 
between 0-, and R, this ratio is found to He between 1*56 and 

' Ministry of Labour Gazette, December, 1940. * See p. 214. 

® C. E. V, Leser, ‘Family Budget Data and Pnee Elastiaties of Demand*, The Review of 
Economic Studies, November 1941, p. 57. 
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2 'll. Since the average prices ofunrationcd goods increased between 
1938 and 1941 by 35 per cent, the prices of rationed foods would 
have had to increase, over the same period, by between in and 185 
per cent, or roughly to between two and three times their former 
level. It may also be deduced that, in order to be as well off as 
before, the consumer would have to increase liis consumption (in 
real terms) of unrationed goods by between 14 and 26 per cent. 



POINTS, PRICES AND CONSUMERS^ CHOICE 
by G. D. N. Worswick 

From Bulletin, Vol. 6, No. 3 (February 26, 1944) 

W HEN a woman went shopping in peace-time she came horn 
with a basket-full of goods whose marginal rates of substitu 
tion one for another were equal to tlic ratios of their prices. Shoul 
she feel the slight dizziness wliich is the symptom of ‘disequihbrium 
it was not difficult to effect a cure by a slight alteration in her sub 
sequent purchases. The introduction of ‘point’ rationing, wher 
‘point’ values are not proportional to prices, has brought a ne\ 
problem into the domestic economy. For now the average house 
wife has not only to make the best of her money, but also of he 
points. That there exists a position of maximum satisfaction, 01 
more correctly, a preferred position in the point-money economy, 
witnessed by the sober behaviour of shoppers. But, although th 
instinct of the rational housewife has brought her to this positior 
and a serious epidemic of ‘disequilibrium’ need not be feared, it 
of some interest to try to discover her secret. 

I. Consider first two commodities X and Y, whose prices pe 
unit are respectively a and b shilhngs, and for which r and s poini 
respectively must be surrendered. Suppose in addition that th 
consumer spends on these two commodities m shillings and p poini 
in the given period. 

The consumer can buy cither ^ of X and no Y, or of Y and no X. 

The equation of the price line is therefore ax + by ~~ m, 

Tire equation of the equivalent jjomt line is rx+ sy=^ p. 

The price line and point line will intersect in a point P whose cc 
ordinates are: 

ms ^ ph pa — mr 

X = y == 

as — rb as — rb 

Suppose that the slope of the price line is steeper than that of th 
point line, i.e. X is relatively more expensive in terms of money tha 
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in points.^ Then as — rb will be positive. The conditions that both 
X and y, the co-ordinates of P, should be positive are; 

- m h 

tor x; — > — 

P ^ 

- m a 

tor y : — < — 

p r 

fU 

Now — is the ratio of the total money outlay to the total ‘point’ out- 
b a 

lay, wliile — and - are the ratios of the prices to the ‘point’ values 

of the two cojiinioditics Y and X. Thus, for both co-ordinates of P 
to be positive the ratio of total money outlay to total points must lie 
between the ratios of price to point values of the two commodities. 
The condition is: 

a m b 

r p s 

If this condition is not satisfied then one, and only one, of the co- 
ordinates of P will be negative.^ This would mean that there is, in 
fact, no w^ay in which the consumer could spend all his money and 
all Iris points. He could spend all of one and still have a surplus of 
the other. 

In Figs. I and 2 we illustrate the case where ~ > — > — . MM' RR' 
^ r p s 

are respectively the price litie and equivalent point line, intersecting 
in P, The curved line represents the indifference curve passing 
through P, 

(i) Suppose the indifference curve through P lies in the angle 
MPR, i.e. the marginal rate of substitution at P hes between the 
ratio of prices and the ratio of point values. In this case, given that 
the consumer is wilhng to spend his full money outlay m, and/or 
all liis points p, P will be his preferred position. For although there 
are higher indifference curves which he could ‘afford’ either in 

^ Wc can always draw our diagrams in such a way that this will be the case* This condition 
is equivalent to the condition that the ratio of the price of a umt of X to its point value 
should exceed the corresponding ratio for Y, 

m a b mb 

* Since, if — > — it must also be > — ; and similarly if — < — . Wc exclude tlirough- 

, P ^ ^ P ^ 

out the case where the point and price ratios are the same. 

M 
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terms of money or of points, there is none on which he can afford 
both simultaneously. (Hg. i). 

(ii) Suppose now that the marginal rate of substitution at P is 
greater than both the ratio of prices and of point values of the com- 
modities. The slope of the indifference curve through P will now be 
steeper than that of both MM' and RR' (Fig. 2, dotted lines). 

In (his case P, although it denotes the only position where the 
consumer can spend all his money and aU his points, will not be (he 
optimum position. The latter will be the point T where an in- 
dificrcnce curve touches the price hne MM'. In this case the con- 
sumer will spend all his money and still have points to spare. The 
opposite would be the case if the marginal rate of substitution 
at P were less than the ratio of both prices and points (Fig. 2). 
The optimum position would now be S, where an indifference curve 
touches the point line, and this time die consumer, after spending 
all his points, would still not spend all the cash he was willing to do. 

2. The conclusions arrived at above can be used to illustrate for 
two commodities the practical case where the total number of 
‘points’ is fixed, but the money outlay is variable. In Figure 3 RR' 
IS the point line; that is to say, if all points arc spent on X quantity 
OR' is obtainable, and if all are spent on Y quantity OR is obtained. 
MiMi' is die first position of the price line. Clearly in this case all 
the points cannot be spent and so die consumer will lay out his 
money without regard to points and choose position Tj. Now, 
as the consumer’s money outlay rises the price line will move 
upwards (remaining, of course, parallel to M^MY). The point of 
tangency T will trace out the ‘income-consumption’ curve. Let 
this curve intersect the point line RR' at Tj. The price line through 
Tj, MsM 2', will, of course, touch the indifference curve through Tg. 
With a money outlay which will buy cither OM ^ ' of X or OMj of 
Y, die consumer will, in fact, choose the combination represented by 
Tg, and will also just spend all liis points. 

If dicrc were no rationing a further increase in money outlay 
would simply lead to an extension of the ‘income-consumption’ 
curve (TgTj). But the ‘points’ impose their own Umit to the way 
in which the consumer can lay out liis money. The income- 
consumption curve, in fact, takes a sharp turn at and runs along die 
point line RR'. It will continue as far as the point Q, where an 
indifference curve touches the point line. However much money 
the consumer has, he cannot go beyond the point Q. That the 
‘income-consumption’ curve does, in fact, run along RR' from Tg to 
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Q is easily shown. At Tg the marginal rate of substitution is equal 
to the ratio of prices^ at Q it is equal to that of points. Between Tg 
and Q the marginal rate of substitution lies between the price- 
ratio and the point-ratio. Hence, in accordance with case (/) in the 
previous section, the preferred position lies on the point line,^ 

It follows from the above argument that for some consumers point 
rationing (where the point values are not proportional to prices) 
causes a loss of satisfaction. The extreme case is where the consumer 
is at Q, when his money alone would indicate the point for Q, 
involving the same outlay of money, is on a lower indifference 
curve than Tg. There is a loss for all consumers whose consumption 
hes on the TgQ part of the ‘income-consumption* curve, increasing 
from Tg to Q. It would appear that the loss is greater, the greater 
the difference between the ratio of points and the ratio of prices. 
There is, of course, no loss for those who have not enough money 
to take up all their points (T^). 

3. It is customary in indifference curve analysis to take, not two 
commodities, but a single commodity X and a composite com- 
modity y, representing all other goods; it is then possible to study 
the effect of a change in price of the single commodity. Can wc 
take this step for both money and points? The problem only exists 
for consumers whose money outlay puts them on the TgQ P^r*t of 
the ‘income-consumption* curve. Persons with a liigher money 
outlay take notice only of points: persons with a lower take notice 
only of prices. So long as we arc restricted to a given income 
the comparison can be made. We calculate the average money 
outlay per point for all goods except X. This average, of course, will 
vary, for a given consumer, with bis income, but we may use it to 
study changes in the point value or price of one good, for it will 
enable us to draw on the same diagram the point line and the price 
line, with the same scale. 

Which does the consumer prefer, a reduction of, say, i per cent in 
the point value of the good or a i per cent price reduction ? Let us 
simpose that in terms of Figure 3 the consumer is on the TgQ part 
of die income-consumption curve (we shall sec below that this is 
the significant case). In Figure 4 the consumer’s outlay of points 
and money is represented by the point P, the intersection of the 
point line RR' and the price line MM\ RRi' is the new point Hne 
corresponding to a reduction of i per cent in the point value of X; 

^ It should perhaps be stressed that at no point along T^Q is an indifference curve tangential 
cither to the price line or the point line. 
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MMi' is the new price line which shows the corresponding i per 
cent price reduction of X (as defined above). In the first case the 
new equilibrium position is in the second P^. The preference of 
the consumer depends upon whether Pg is on a higher or lower 
indifference curve than P^. A glance at Figure 3 shows^ that at 
any reduction in the point value of X would leave the consumer 
unmoved. He would still remain at Tg since here the indifference 
curve touches his price line. On the other hand, if the price were 
reduced at aU, his equiUbrium point would be to the right of on 
the point line, and so upon a higher indifference curve. At the other 
end of the scale at Q the consumer, while being unable to take advan- 
tage of a reduction in price, would be better off if the point value 
was reduced. Somewhere in between Tq and Q is a position where 
the consumer is indifferent to point or price changes of equal 
proportions. We note that for low money outlays (on the OTiT^ 
section of the ‘income-consumption' curve) the consumer, being 
unable to take up all his points, is unaffected by changes in point 
ratios. Similarly the relatively well-to-do who would spend more 
money if it were not for the rationing, will operate only with 
points in their purchasing, and arc therefore unaffected by relative 
price changes. Consumers therefore fall into three categories: 

1. Low incomes — these prefer downward adjustment in prices. 

2. Medium incomes — of these some prefer a price reduction, 
others a point reduction of equal proportion.^ 

3. High incomes — these prefer downward adjustment in point 
values. 

The categories, low, medium and liigh, are related to the 
particular rationing scheme. In some cases most people may be in 
category i, in otlicrs in category 3. This conclusion is, of course, in 
accordance witli everyday experience. For example, the Ministry 
of Food may wish to dispose of surplus stocks of food included in 
the ‘points’ scheme. If many people are not taking up their full 
quota of points, the depointing of the particular item may prove an 
insufficient measure and may have to be accompanied by a reduction 
in price. 

^ In Fig- 3 wc originally had two single commodities. Wc now take Y to represent the 
composite commodity. 

* The comparison of cqui-proportional price and point changes is, of course, arbi- 
trary. Other criteria of comparison could be taken. But whatever the criterion, the same 
conclusion would be reached, that of the ^medium income* group, some consumers would be 
more sensitive to prices, othen to points. 



DIFFERENTIAL RATIONING 

by M.Kdecki 

From BuuLmN, Vol. 4, No. ii (August 8, 1942) 

'"T^HE necessity for differential rationing may arise for two reasons : ( d) 
J. some worken, because of die character of their work, may require 
more than the average of a particular product; (t) flat rationing may 
be unjust to poor people, either because the product in question 
represents a higher proportion of their consumption than of that of 
the more welwo-do; or, because the higher income groups may 
more easily compensate for the reduction in the consumption of 
this product by more expensive substitutes; or, finally because the 
rich may be in possession of some stocks of this product. 

1. A good example is offered by rationing of bread and flour 
(mcluding spaghetti and biscuits) which may become necessary in 
diis country as a result of the shortage of shipping space. Not only 
do manual workers require more bread, which is an energy food, 
but also flat rationing would mean a much greater hardship for poor 
people than for the well-to-do. The rations of manual workers 
should therefore be considerably higher than those of the rest of the 
population, not only on account of their greater physical effort but 
also because, in general, they belong to the poorer strata of the popu- 
lation. Even so, the workers’ famiUcs with many children will be 
at a great disadvantage both because they are usually the poorest and 
because the liigher bread ration would be given to earners. This, 
however, can be pardy remedied by giving relatively high rations 
to cliildrcn in general, and would also be mitigated by the fact that 
large families would usually find it easier to substitute potatoes for 
bread. These considerations do not aim, of course, at minimizing 
the importance of the ‘technical’ problem of compensation for greater 
physical effort, and this requires that rations should be differentiated 
also among manual workers: heavy workers, for instance miners, 
should get higher rations than other manual workers. 

2. What would be the repercussions of the reduction in bread 
consumption upon consumption of other food? The consumption 
of potatoes will increase; this does not present any particular difficulty 
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because the supply of potatoes is ample and may be easily increased.^ 
However, there would also most probably be a certain pressure in 
die demand for other goods. This may necessitate some additional 
rationing, in particular of products which are more or less substitutes 
for bread, as for instance cake. Cake can be included in the points 
scheme or the scheme for sweets. This measure is, in any case, over- 
due quite apart from die problem of bread rationing. To relieve the 
position of the poorer population, it would be advisable to reduce 
the prices of products included in the points scheme. Tliis would 
enable people who do not at present use dieir ration to buy more. 
If the supply of ‘points foods’ is kept constant this would, of course, 
necessitate the reduction of the ration. 

As indicated in another article,® the problem of bread rationing 
would be made very much easier if a small part of the shipping space 
saved thereby could be used for larger imports of cheese or dehydrated 
meat. It is generally known that bread consumption in war-time is 
much higher than in peace-time because people compensate in this 
way for the deficiency in protein foods. The increase in the supply of 
the latter would reverse this development and thus it would allow 
of lower bread rations without imposing great hardship, and would 
also reheve the pressure on the market for other goods. It is, however, 
by no means certain whether such a scheme is possible. Larger 
imports of cheese are dependent on rationing of cheese in the United 
States.® As to the dehydrated meat it is difficult, on the one hand, to 
estimate the possibilities, and on the other hand it will perhaps be 
necessary to use tins import to compensate for reduced imports of 
fresh meat as a result or losses in refrigerator ships. But even if we 
abstract from the possibility of increasing imports of cheese and meat, 
there still remains a way of easing the bread position to a certain 
extent by differential rationing of meat. 

3. Actually, the differential rationing of meat already exists, but 
it is of a peculiar character. At present all people who have meals in 
restaurants and canteens enjoy a differential ration of meat, because 
no coupons are surrendered when eating out. This privileged position 
of people taking meals in restaurants can hardly be justified. As to 
the canteens, they are a substitute for differential rationing in favour 
of manual workers, but even here the rationing is of a haphazard 
nature, not all workers being able to use die facilities of canteens. 

^ The substantial admixture of potato flour in bread which is sometimes proposed to save 
wheat is really equivalent to a flat rationing of wheat bread, and should therefore be rejected 
on the same grounds 

* Cf. ‘Slnpping — The Bottleneck’, by F. Burchardt. (See p. 186.) * Ibid. 
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The simation should be ordered by making it obligatory to 
surrender meat coupons in restaurants and canteens,^ and use the 
surplus of meat saved in this way for increasing uniformly the rations 
of the manual worker. 

This would mean, of course, shifting a certain amount of meat 
from the better-off population to the workers. In the event of bread 
being rationed this would permit a certain reduction in the workers’ 
bread ration. But differential rationing of meat is useful from the 
point of view of shipping space even if bread is unrationed. If workers 
were to receive higher meat rations now this would probably cause 
a reduction in their present consumption of bread, which has in- 
creased, as mentioned above, in war-time as a result of the deficiency 
in protein foods. On the other hand, people eating in restaurants are 
unlikely to compensate the cut in their consumption of meat by 
substantially increasing their consumption of bread. They will rather 
direct their demand to other goods which may— just as the differential 
rationing of bread — necessitate some expansion in the scope of 
rationing. 

4. It has frequently been proposed that clothes rationing should 
be on a differential basis because rich people arc in possession of 
considerable stocks. The most satisfactory solution of this is, I think, 
that proposed by Mr. Burchardt in the article quoted. He argues 
there that ‘Sir William Beveridge’s idea of permitting the use of 
clothing coupons for fuel purchases (in the case of older people) 
may well be capable of wider appheation and may be operated the 
other way round too. The poor could use excess fuel coupons for 
buying clothes, the rich clodiing coupons for buying fuel. Such a 
combined rationing by points would permit avoidance of differential 
rationing of each group taken separately, and it should be possible 
to devise a scheme which saves imports of clotliing materials and docs 
not tlirow coal consumption out of gear’. 

I should like now to elaborate this proposal in some detail, namely 
the problem of fixing the point relation between clothing and coal. 
Suppose that the number of clothes coupons, after a moderate reduc- 
tion as compared widi the present level, is a, and the unknown number 
of coupons to be added for coal is x. The total number of inter- 
changeable coupons will be a + x. Let us denote further the amount 

^ A rough solution of the adntinistrative problem involved is to fix a certain flat coupon 
value per meat meal. The caterer will then have to make his meat meals in such a way 
as to cover his meat purchases, for which he will have to surrender coupons according to 
g^eral rules. Me may, of course, try to give meals short of their actual coupon value, but 
this will probably be to a great extent prevented by competition. 
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of fuel per coupon by y. A poor man will not be able to cut his 
consumption or clothing and footwear, therefore his fuel consump- 
tion will be xy. If we denote by b the level at which we want to ra 
it we have the equation: 

xy—h 

Now, a very rich man may abstain from buying clothes at all and 
spend all his coupons on fuel. His fuel consumption will therefore 
be (a -f x) y. Let us now assume it is decided that he should not 
exceed the fuel consumption of the poor by more than m per cent. 
We then obtain the second equation : 

{a+ x)y ^h{i + ^ 

It may easily be obtained from these two equations that x ^ a* — 

and If, for instance, m is 75 per cent, then x — and 

b 

y - 

The scheme would also have the advantage of settling the difficulty 
arising out of the fact diat families with many children require more 
clothes, but usually less fuel, because they will be able to spend more 
of their coupons on clothes and less on fuel 
The value b of the fuel consumption per head of a poor household 
must be determined so as to balance the total demand for and supply 
of fuel for household asc. The difference in climatic conditions of 
various regions may also be accounted for by varying the number of 
clothes-fuel coupons distributed in these regions. 



DIFFERENTIAL RATIONING IN PRACTICE 

hy J. Goldmann 

From BtrLturm, Vot. 4, No. 14 (October 10, 1945) 


I N view of the prospective worsening of the food position and the 
‘inevitable and very considerable changes in the matter of food’, 
forecast by Lord Woolton, the problem of differential rationing jias 
become increasingly important. While the theoretical aspects of the 
problem have already been discussed,^ it may be interesting to review 
the experience gained in differential rationing during the last war, 
as well as the various schemes which are in force at present, in this 
country and elsewhere. 

I. In the last war the issue of supplementary food rations to heavy 
workers was not considered in this country until it became probable 
that bread would have to be rationed, and it was carried into effect, 
against strong opposition, in anticipation of such an emergency. 
As long as bread was freely available, it was held, with little justifica- 
tion, that additional calorie requirements of certain sections of the 
population could be covered by a larger consumption of bread- 
stuffs ; when, however, a shortage in cereal supphes seemed imminent 
and die strictest economy of shipping space became imperative, 
simple rationing at a flat rate had to be abandoned.* 

The principd food rationed differentially was bacon,® of which 
supplementary rations were not issued for more than a few months. 
In fact, additional supphes of bacon were made available to certain 
consumers, not so much for their own sake, but in order to get the 
population classified and to have those already marked who were 
qualified for special consideration so that bread rationing could, 
if necessary, be introduced at short notice. 

On the basis of a detailed classification of occupations according 
to food requirements, the Ministry of Food estimated that 6 miUion 
heavy workers would claim and receive supplementary rations, and 
about I '6 milhon adolescent boys. In fact, only 3 imlhon supple- 
mentary books were issued to heavy workers, and 350,000 to boys. 

‘ Seep. 175 . 

* Sources for tbe last war are Sir Williana Beveridge* British Food Control, and tlic 
National Paod Journal, 1918. Spcafic references have bear omitted. 

* And incat other than butcher’s meat 
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The inverse relation that existed between the price of bacon and its 
palatability upset official expectations. A short time after the in- 
ception of the scheme large supphes of bacon from America enabled 
the Ministry to free it altogether from the ration at a stage when it 
became certain that the supply of wheat was safeguarded until the 
harvest, and thus well into the next year. 

Differential rationing, when it came into operation, had a mixed 
reception. On the grounds that it introduced discrimination be- 
tween one class of workers and another, it was strongly opposed by 
theParhamentary Committee of the Trade Union Congress, although 
many individual Unions declared in its favour, especially diose of 
miners, railwaymen and transport workers. A straw poll among 
the more important food committees arranged by the Ministry 
resulted in a majority of 320 to 98 in favour of the new scheme. 

2. In this war the Trade Union Congress seems to have taken a 
similar line. The general policy of the Government ‘to allow the 
maximum possible rations for all consumers generally, rather than 
give a supplementary ration to any particular class at the expense of 
the rest of the community*,^ was confirmed in the House of Commons 
after a special Trade Union Congress Committee had been consulted. 
But, in spite of its obvious advantages, the present canteen system can 
hardly be said to supply fully the additional food requirements of 
all classes of heavy workers, in view of the technical difficulties in- 
volved in catering for agricultural workers, railwaymen, and similar 
categories. Moreover, the inadequate capacity of many of the existing 
canteens cannot be improved as quickly as would be necessary, if a 
sufficient standard of nutrition for the workers is to be secured now, 
in conditions which include prospective further cuts in total con- 
sumption, A more satisfactory solution could be obtained if the 
present policy were combined with the issue of supplementary 
rations to all heavy workers, while the surrender of coupons were 
made compulsory in every catering establishment, canteen, or 
restaurant. 

There seems to be a tendency to overrate the difficulties connected 
with any scheme that differentiates between various classes of workers. 
Actually, such differentiation already exists at the present, in clothing 
and in cheese rations, and few complaints have been made. Outside 
Great Britain, two countries with a similar political structure, that 
is, Sweden and Switzerland, have adopted the differential rationing 
of food to a large extent (meat and fat in both countries; bread in 

^ Major Lloyd George, Hatmrd, October 2, 1941. 
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Sweden; sugar, cheese, and pulses in Switzerland). Under these 
schemes heavy workers draw, for example, twice as much meat, 
and of fats roughly half as much again as the ordinary consumer. In 
Russia, too, there is differentiation between ordinary consumers 
(household duties), office workers, and manual workers.^ 

Another attempt at differential food rationing has been made in 
diis country in the preferential treatment of industrial canteens. 
Even so, assuming that Major Lloyd George’s hope to double the 
meat allocation for canteens catering for very heavy workers, with 
similar increases in the allocation of some otlicr foods, ^ has material- 
ized, it still seems doubtful whether the meat consumption of these 
workers exceeds the ration granted to corresponding classes of 
consumers in Germany or die Protectorate, In fats, particularly 
important for diose engaged in heavy work, the ‘heaviest worker’ 
in Britain is at a disadvantage compared with his opposite number 
in Germany, in spite of his additional supplies through the canteen.^ 
Insufficient as the extra canteen supplies may be, almost 50 per cent 
of the workers of this country arc not able to obtain meals in canteens 
at all, and many of diem who have no opportunity to eat in other 
catering establishments are actually worse placed than the normal 
consumer who is in no need of additional supplies. These workers, 
and their number is very large, arc still dependent for dicir special 
food requirements on bread and potatoes, apart from the special 
cheese allowance for some categories. But, ‘to suggest that die heavy 
worker can remain really efficient, happy, and healthy on the same 
diet as the sedentary worker plus a little extra bread, is like suggesting 
that a Rolls Royce car can run on the same petrol as a seven h.p. 
car with the addition of a Httlc coal’.^ 

The provision of new canteens and expansion of existing ones, 
however necessary and desirable, cannot offer a speedy and com- 
prehensive solution of die feeding problem of the heavy worker, 
which will be aggravated by the need for further cuts in consumption. 
Experience gained in this country, and elsewhere, would suggest that 
differential rationing according to needs, combined with compulsory 
surrender of coupons for meals taken out, is fair to everybody and 
in accordance with scientific requirements. 

^ Daily Herald^ September 23, 1942. ® Hansard, October 2, 1941. 

* British ration: 8 oz. plus 3 oz. through canteen, and fat content of bacon and cheese; 
German ration; 20 oz. (for very heavy workers). 

* Professor A. V. Hill, Hansard, October 2, 1941. 



FUEL RATIONING 
From Bulletin, Vol. 4, No. 7 (May 16, 1942) 

T WO problems are involved in the question of fuel rationing: 

(i) whetlier fuel rationing is necessary, cither at the present time 
or in view of a possible deterioration in the situation in the future; 
(2) whether the particular scheme proposed by Sir William Beveridge 
caimot be simplified. In the recent discussion these two issues have 
been confused. The violence of the opposition to the rationing scheme 
is, indeed, rather surprising. Starting from die complexities of Sir 
William’s scheme, much of the opposition appears to assume that 
such complexities are inherent in any rationing scheme, and goes on 
to argue that therefore rationing is impracticable altogether, and 
that the only way out of the difficulty is to appeal for voluntary 
saving in domestic use of fuel and to increase the output of coal. In 
this note we shall discuss the two issues separately. 

I. If the subject is examined dispassionately it is clear that a reduc- 
tion of domestic fuel consumption is necessary and, as Sir WiUiam 
convincingly demonstrates, the only way of distributing the reduced 
suppUes is by rationing. It is true that certain increases in production 
can be obtained by particular measures. The release of miners from 
the Forces which is now strongly advocated in many quarters (in- 
cluding, curiously enough, some people who were strongly opposed 
to such a release before fuel rationing was threatened) can remedy 
the situation only to a mbior degree. Output might be increased by 
concentrating production in the best scams and in the best pits. The 
miners themselves could be assured of a better standard of nutrition, 
thereby increasing their productivity. These steps might have been 
taken in the past: they were not, however, and even if they were to 
be taken at once it would be some time before output increased. 

Against this potaitial increase, moreover, we are confronted with 
three offsetting items. The first is the necessity to pension old miners, 
which, from a humanitarian point of view, far outweighs the minor 
discomforts which will be caused by fuel rationing. The second is 
the continuously increasing demand for coal by tlie armament 
industries, to which should be added any development of substitute 
production, for example, oil, rubber, which the acute shipping 
position may necessitate. Thirdly, whatever increase in output may 
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be adiieved, die need to btuM up large and dispensed stocks is of 
great importance. Thus, although it is possible to increase the pro- 
duction of coal, the problem of curtailing domestic consumption 
loses none of its urgency. 

2. Ckirtailment of consumption is thus neccssa^ and rationing is 
the fmest way of distributing the reduced suppUes. Let us consider, 
first, the scheme as given in the White Paper. Its main disadvantage 
is that it tries to be too perfect, to give to every one an allowance 
corresponding precisely to his needs. As a result the scheme is 
administratively complicated. (It should be emphasized, however, 
that the 15,000 workers required by Sir William Beveridge for a 
short period to initiate the scheme arc less ‘wasteful’ than the number 
of miners who would be required to produce, year in, year out, the 
extra coal needed to maintain domestic consumption.) A pointer to 
a simpler scheme is given by food and clothing rationing. 

Suppose, first of aU, that every one receives the same personal ration, 
and that there is no basic household allowance at all. A priori children 
need the same ration as adults; they may consume less light, but need 
as much fuel for heating and a little more for washing. The obvious 
objection to this scheme is that the consumption of fuel does not 
increase proportionately •with the number of persons in a family, 
because a great part of this consumption is, so to speak, overhead 
consumption (this is true not only of heating and fighting but also of 
cooking). A certain element of elasticity must therefore be intro- 
duced into the scheme so as to reduce the number of coupons available 
to large families. These usually include a good many children. One 
could achieve approximately die required aim by reducing the allow- 
ance for children under fifteen to, say, 50 per cent. This is not, be it 
noted, because children need less fuel, but is simply a device to make 
the family ration increase less than proportionately to the number 
of children in the family.* Babies and children under five or six (not 
attending school) need more than children attending school and 
should therefore be treated as adults. Sir William’s idea of permitting 
invalids and old people to exchange clothes coupons for fuel coupons 
should definitely be incorporated in the scheme. Climatic con- 
ditions abo can be accounted for, as in Sir William’s plan. The 
precise demarcation of the ‘special’ categories needs, of course, careful 
and detailed consideration and the above examples are mentioned 
only to show that a considerable element of elasticity can be intro- 

^ For tliis reason if a family consists of only one adult and one cliild, the latter should be 
treated as aii adult. 
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duccd with a scheme based on the personal ration. Even with these 
modifications, such a scheme is not perfect. There will be some cases 
of great hardship; there will be others where the family ration is too 
high. The former can be remedied by instituting offices for appeals 
for special allowances; the latter, inherent in any rationing scheme 
(for example, some people need no clothes coupons at all because they 
already own large stocks), can only be met by the voluntary ‘saving^ 
campaign. The return of unused coupons, and the encouragement of 
saving within the ration, might, indeed, be assisted if the Government 
offered to buy back unused coupons for a small sum. 

There remains the problem of coupon control. We envisage the 
following situation. The coupons should be on a points basis for all 
rationed fuels. For gas and electricity it is enough to collect coupons 
when the meter is read. For coal, the registration with one merchant, 
which is now almost universal, should be completed, and coupons 
should be tendered when bills arc paid. There is still the problem 
of preventing the sale of unused coupons to other people. Tliis can, 
in theory, be obviated by comparing for each consumer the ration 
with the number of coupons actually used during the rationing period, 
for in each case the number of coupons used on gas, coal, or elec- 
tricity is known (oil is a special case and might require registration). 
In practice it would be impossible to do this for all consumers, but a 
sample test, coupled with heavy penalties for any infringement thus 
revealed, should be sufficient. 

So far no mention has been made of olfices and institutions such 
as hospitals, schools, etc. For tliese some simple assessment such as 
floor space should be used, and, in order to prevent the over-statement 
of needs, a sample test should be made of the correctness of the 
estimate by the institution, coupled with a penalty for falsification. 
An alternative for institutions, etc., would be to cut consumption by 
some percentage of the previous year, the cut being varied according 
to die type of institution, 

Tliis last alternative suggests a possible modification of the general 
scheme of domestic rationing, if fair rationing on a personal basis is 
rejected. In our above proposal we allowed for appeals for extra 
fuel to be made to a Fuel Officer and it is possible that the number 
of such appeals, especially from the larger houses with few inhabitants, 
would overload the administrative machinery. The objection to 
rationing on a ‘personaF basis on these grounds may lead to a 
rejection of the whole principle, but it is possible to modify die above 
scheme to get over this difficulty. The consumer could be given 
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die choice of taking the uniform personal ration as described above, 
or of accepting a certain substantial percentage cut in his consumption 
of gas, (dectricity, and coal below the level of the last year. For most 
smw houses the basic personal ration would be more favourable, 
while some of the larger domestic consumers would prefer the latter 
alternative. In this way the scheme would become less complicated 
to administer but, it must be admitted, at the expense of fairness. 


N 



SHIPPING~THE BOTTLENECK 
by F. A. Burchardt 

From Bulletin, Vol. 4, No. 10 Quly 18, 1942) 

S HIPPING commitments of the Allied Nations have increased 
with Japan’s entry into the war and with organized suppUes to 
Russia. Shipbuilding, particularly in the U.S.A., is on the increase 
but behind schedule, and will not reach the target peak in the near 
future. Shipping losses for the first half of T942 are grievous (accord- 
ing to American sources, greater than in any other period of this 
war) ; in American waters and in the Pacific and Indian Oceans greater 
than on the Atlantic route. Losses in recent months seem to have 
exceeded additions to the merchant fleet. Even discounting state- 
ments such as that of the American journal, Iron Age, that finished 
war goods arc pihng up at the docks of both coasts and at inland war 
plants for lack of shipping, it is clear that the rapid expansion of 
American war output makes it imperative to speed up its transport 
to battle areas. The battle for seaborne suppHes is, and will remain 
in tlie coming months, a decisive factor in Allied economic strategy, 
and will greatly influence military strategy, as recent British- Ameri- 
can discussions indicated. To make the most economical use of 
shipping Ls dierefore of the greatest importance at tliis stage of the 
war. 

Tloree main hues of policy are generally envisaged to reHcve the 
strain on sliippiiig resources: (i) better protection of merchant ships 
plying in the seven seas by escorts and extended patrols ; (2) a speeding 
up of new construction and repairs; {3) the saving of shipping space 
by adjusting the economic pohey of Allied countries to this bottle- 
neck. The first two seem to have been among the main topics of the 
discussion between ChurchiU and Roosevelt, and will not concern 
us here. Some aspects of the third one, the contribution of economic 
poHcy towards relieving the shipping bottleneck, will be discussed 
in the following paper. But we shall disregard the important ques- 
tions of organization, in particular the interlocking of the responsi- 
bihties of the Inter-allied Shipping Board widi the conflicting policies 
of the Service and Civil Departments in the two main countries. The 
newly-estabhshed ‘Combined Production and Resources Board’ and 

186 
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the ^Combtaed Food Board’ may lighten to some extent the formid- 
able task of inter-allied shipping authorities, provided (which seems 
doubtful) they have sufEcient executive power over all other depart- 
mental decisiom, and bear the sliippingbottleneck constantly in mind. 
Better organization in itself will, however, not deliver the goods if 
the principles of policy are undefined and not strongly impressed on 
the supply departments. 

If shipping is the limiting factor, and if it is desired to secure the 
maximum flow of arms to the battlefield not in 1944, but in 1942, and 
1943, with a declining or slowly growing merchant fleet, a saving in 
shipping may be attempted on three main Hnes: (i) Imports of 
unessential goods may be drastically curtailed, whereby past notions 
of the degree of essentiality must be revised in the light of 
the present emergency. (2) Dense and concentrated goods may 
be substituted for bulky goods as far as possible; this applies particu- 
larly to raw materials and civilian goods, food in particular. {3) The 
distribution of arms production between the Allied Nations may be 
adjusted so as to minimize shipping. 

Little can be said about the last case. The recent decision to specialize 
on fighter production in Britain while the U.S.A. concentrate on 
bombers which can, in some cases, be flown to the battle areas, requir- 
ing only shipments of spare parts, is a good example of a division of 
labour wliich saves shipping space. The concentration of sliipbuilding 
in the United States, though presumably dictated by other motives, 
could be cited as another instance. Agreements on types and speedy 
standardization of parts would obviously operate in the same direc- 
tion. Weapons requiring large quantities of bulky raw materials of 
whicli a considerable part is wasted in tlie production process (for 
example, t)res), and a small value added, should be manufactured 
near the location of raw materials provided that the final product is 
not extremely bulky. As far as production facilities overseas permit, 
Britain should import alumina not bauxite, or at least highly con- 
centrated ores or semi-manufactures instead of ores widi a low metal 
content. Tliis has not been neglected in the past, but greater savings 
arc possible, particularly as before America’s entry into the war 
Britain could not fully adopt such a policy for security reasons. Even 
now the possibilities are hmited, though by no means negligible. But 
the matter is a higlily technical one and requires adjustment of 
production faciUtics both here and overseas which may not be prac- 
ticable to a great extent in the very short run. 

The policy of substitution of concentrated goods for bulky goods, 
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which has some scope in tiie armament sector, can be applied, how- 
ever, over the whole field of raw materials and foodstuffs. Bulk 
reduction by concentration is one obvious line; the second — the 
replacement of bulky goods by different goods of liigher density. A 
few examples from the food front may illustrate the two methods. 
Meat has been imported hitherto either frozen or tinned. Refirigcra- 
tor ships are in short supply, and tin has become a scarce material. 
Tin could be saved by replacing the tin-wasting small containers by 
large containers (tin consumed increases with me square, when the 
volume is cubed), or by replacing tin altogether, if health reasons 
permit, by other packing material. Dehydration promises to save 
even more shipping space: by reducing the moisture content of the 
meat its weight and bulkmess are reduced and at die same time the 
problem of packing materials is solved. To provide the principal 
meat suppliers with dehydrating equipment may turn out to be a 
major contribution to ‘shipbuilding’ or ‘shipping’ in the medium 
run. The powdering of eggs and imlk has been adopted in the past, 
and might be supplemented, if possible, by concentrating oranges and 
other vitamin concentrates, by dehydration of vegetables and so 
forth. To import pills, powders, and dry goods and to add the water 
here is obviously to save shipping (and uiland transport and storage) 
without lowering the objective standard of nutrition. 

The same applies to the substitution of high quality foods for 
bulky foods. Bread consumption increased considerably when meat 
and cheese supplies were reduced. But cereals arc very bulky imports. 
If it were possible to reverse tlie trend, shipping would be reheved. 
Again, the policy was inaugurated long ago but now needs speeding 
up and special measures here as well as in America. Cheese suppUes 
firom U.S.A. seem to have been determined on the basis of extended 
output without substantial reduction in American consumption before 
December, 1941. There seems to be a case now for rationing cheese 
and, if necessary, meat in U.S.A. to free greater quantities for Britain 
and Russia. American deficiencies may partly be made good by 
return freights of dairy products from New Zealand and Australia. 
To put it harslily, the Americans should live more on wheat and the 
British more on cheese and meat. Shifts in production to implement 
such a policy, and shifts in consumption habits enforced by rationing, 
imply sacrifices on the part of the Americans; but it may be argued 
that both the shipping situation and the war situation require them. 

But Britain cannot come off scot-free, and sacrifices must be 
asked of the population to relieve the shipping situation. Britain is the 
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best fed, best clotbcd nation in Europe, and etijoys a standard of 
living in other fields (fuel, household goods, smoking, etc.) which 
exceeds that of most other belligerent countries except U.S.A. and 
Canada. Considerable reductions are indispensable in order to save 
shipping space, and can be secured without undue hardship both in 
the food and in the non-food sectors. A few liints will be sufficient 
to illustrate this point. 

If the Americans are asked to eat less cheese and more bread, the 
British may be asked to eat less bread and cake and more home- 
grown potatoes. Such a demand will clearly necessitate the intro- 
duction — or rather the systematic application — of differential ration- 
ing, giving more of certain categories of food, for instance bread or 
meat, to some groups of workers than to other people. The import- 
ance and implications of differential rationing are discussed more fully 
in a later paper. But some instances may be given to show the 
possibilities. It would appear practicable to reduce the clothes ration 
to save shipping spacc.^ A uniform reduction of clotliing points 
would cause hardships for the lower income groups and for the 
youngsters, while the stocks possessed by die more well-to-do might 
allow almost a 100 per cent cut without causing undue hardship for 
a certain period. C 5 n the other hand, the middle and upper classes 
would feel a uniform fuel ration more than the lower classes. Sir 
William Beveridge’s idea of permitting the use of clothing coupons 
for fuel purchases (in the case of older people) may well be capable 
of wider application and may be operated die other way round too. 
The poor could use excess fuel coupons for buying clothes; the rich, 
clothing coupons for buying fuel. Such a combined rationing by 
points would permit avoidance of differential rationing of each group 
taken separately, and it should be possible to devise a scheme which 
saves imports of clothing materials and does not throw coal con- 
sumption out of gear. Alternatively licences for individual purchases 
(on the continental model) may be introduced for clothes and house- 
hold goods which in effect would also amount to differential rationing. 

But the net saving obtained by differentiating according to needs 
must in many cases be supplemented by some general cuts. It is not 
generally known that sugar equivalent to the personal sugar ration 
of the whole population is grown in this country; but about a million 
tons of sugar® is imported for other purposes. As cake and sweets 

^ It is estimated that cloth rationing saved 250,000 tons of shipping space annually 
(Mmehesier Guardiant May 18, 1942). 

® Sugar has a high caloric value per ton of shipping. Rather than add it to cake made 
from imported wheat or flour, it may be used to increase the personal ration. 
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figure largely in the consumption of sugar, cake rationing seems to 
be overdue. Various other instances could be given, and it seems 
regrettable that a separate ‘Combined Food Board^ has been estab- 
lished while shipping questions are the main domain of the Combined 
Resotirces Board. Lord Woolton, more than anybody else, could 
assist the shipping authorities by strict husbanding of his stocks and 
resources.^ 

In the non-food sector potential economics are almost equally 
large. We have already referred to textile materials and ores. But 
timber is looming even larger on the import side and calls for strictest 
economy, and the allocation of timber by the Control and a survey 
of its uses may reveal sources of economy. A tightening up of waste 
collection of paper and rags but equally of all other materials might 
also add appreciably to home supplies; and finally, a substantial reduc- 
tion of advertising would certainly not affect the standard of living 
in this country nor impair the war effort and would still save thousands 
of tons of shipping. The recent restrictions in petrol consumption — 
adopted rather late in view of the tanker situation — and the insistence 
on fuel economies in industry should set the pace for economies in 
all other important materials, especially those which require shipping. 
Home produced substitutes (plastics, straw, etc.) should help to 
mitigate the cuts which have to be made. 

To work out more detailed plans requires more data on imports, 
shipping capacities and strategic plans than arc available; but the 
main principles are clear. Beginnings have been made in all directions 
to adjust the allied countries to the shipping bottleneck. To carry 
tliem out rigorously and speedily is the immediate task ahead. 

The main conclusions would seem to be: (i) the greatest and most 
immediate saving in shipping space can be obtained by concerted 
action of the Ministry of Food and the Board of Trade mainly by 
the following methods: ((?) a drastic cut of unessential imports which 
neither help the war effort nor maintain the standard of living (for 
example, paper for advertising) ; {b) a reduction in civilian supplies 
accompanied by wider differential rationing; (c) a substitution of 
concentrates (food, ore, etc.) for bulky goods, combined with suitable 
price adjustments, to enable everybody to buy liis ration, and a drive 
for increased home supplies (potatoes for cereals, paper, etc.). (2) 
The next biggest but not immediately reahzable source of saving 
would seem to be the production departments. Shifts in production 

^ That at this time of plentiful supplies of fresh vegetables, tiiilk and other unrationed 
goods the total food points have not been greatly reduced, might well cause concern to the 
shipping authorities. 
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facilities md specialization take time in the mdustrial and raw material 
sector and even more in the agricultural sector. But the setting up 
of new plants should be carefully scrutinized in view of the shipping 
situation and desirable transfers of plant and specializations should be 
initiated in order to reap the benefit in shipping relief in six or twelve 
months’ time. Adjustments in the armament sector (specialization 
on types of weapons and standardization of parts), though important, 
will require more time, particularly as the readjustment must not be 
allowed to slow down current arms output appreciably. In the long 
run, however, it should give good results. 

Expectations of reduced losses, whether justified or not by the 
events of tlie next nine months, and the steady expansion ot new 
construction, can in the most favourable circumstances not dispense 
with the task of the Combined Resources and Food Board to save 
shipping space by proceeding speedily and by action, rather than by 
persuasion, along all three lines outlined above. 



RATIONING AND SURPLUS GOODS 

by J. Steindl 

From Bulletin, Vol. 3, No. 15 (November i, 1941) 

T he purpose of tliis note is to set out the advantages which the 
method of rationing of expenditure has in countries with sub- 
stantial surpluses of some consumable goods. Australia may be taken 
as an example, but the argument can be appHed equally well to New 
Zealand, also to South Africa.^ 

The underlying problem was touched upon when the late Austra- 
lian Government indicated its desire to solve the problem of surplus 
goods (in part) by inducing Australians to consume more of the 
surplus food in substitution for imported food or highly processed 
food which uses up scarce factory labour.^ The surplus goods are 
mainly meat, sugar, butter, fruits. To the scarce consumer's goods 
belong first all those which are imported (textiles, and a great variety 
of smaller items); and, second, goods which are needed for the war 
effort (for example, the product of wool manufacture, probably also 
cheese which is needed for export to the United Kingdom) or which 
need labour which could be diverted to war production.^ The dual 
aim of restricting the consumption of the scarce goods and keeping 
up, or increasing the consumption of surplus goods, can be solved 
by rationing the total expenditure on scarce goods, on the lines of 
Mr. Kalecki’s scheme,^ while leaving people free to spend on surplus 
goods as much as they like. The effect of this scheme would be to 
direct the additional income, resulting from the mcreasing war outlay, 
into channels where expenditure is innocuous and does not produce 
shortages. 

On what grounds should we expect an increase in consumption 
of surplus foods? Most of them belong to the kind of foods which 
wage-earners consume in increasing quantities as their income 
increases. There is no investigation of consumption at various income 

^ It should be noted that the above article refen to the situation existing before the war 
in the Pacific began. 

* Monthly Summary of Bank of Australasia, July, 1941, p. 5. 

® We take it for granted all the time that the farmers who produce the surplus goods 
cannot be diverted to war production, and that it would be unwise to leave the farms and 
their equipment to deterioration; otherwise tlie problem of surplus would not arise. 

* For the details of this scheme, sec p, 137. 
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levels for Australia, but there are such investigatidns for several other 
countries (iiiciading the United States) and they show that, within 
the ordinary range of wage-earners* incomes, consumption of meat, 
milk, and dairy products, and fruit, probably also of sugar, increases 
with increasing income.^ It is true that with higher incomes there 
will probably be a limit to this increase, but even in Australia this 
limit is not likely to be reached by a large number of incomes. Any 
increase in the lower incomes resulting from the war expenditure 
will then lead to an increase in the consumption of surplus goods. 
But if expenditure on other goods is rationed then the rise in con- 
sumption will be greater than it otherwise would be. Not being able 
to spend a part of the increase in income on scarce goods, people will 
probably buy surplus goods in great quantities in order to get some 
immediate satisfaction out of their income. The total increase in 
consumption of surplus food resulting from the rationing scheme 
would depend on the following factors: the increase in lower and 
middle-sized incomes resulting from the war expenditure, the extent 
to which expenditure on scarce goods is restricted, the rise in surplus 
goods consumption with a given rise in income levels, and finally the 
extent to which people will, as it were, forcibly substitute surplus 
goods for other goods winch they are not able to buy in greater 
quantities. 

If the problem of simultaneous scarcity and surplus is left to be 
solved by the price mechanism, there wdll be inflation in the sector 
of scarce goods, wliilc the prices of surplus goods will rise little (in 
practice this state of affairs would probably lead to the granting of 
subsidies to fanners, to enable them to keep up their real income). 
The price discrepancy between surplus goods and scarce goods would 
lead to substitution of the former for the latter, and tliis would 
mitigate the inflation, and at the same time increase the consumption 
of surplus goods. But die ‘substitution effeef of the price discrepancy 
would be limited, and a large part of any increase m money income 
would be spent on scarce goods, with the only effect that their prices 
would rise again. 

In the case of rationing, however, inflation in the scarce goods’ 
sector will be prevented by fixing the expenditure ration for scarce 
goods so as to equal their supply. Any spendable surplus above this 
expenditure ration could only be used for surplus goods (and perhaps 
services) or for saving. Scarce goods above the expenditure ration 

^ Workers* Nutrition and Social Policy, International labour Office, Studies and Reports, 
Series B, No. 23 Geneva, 1936, p. 65. 
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having, as it were, an infinitely high price, the substitution will be 
carried out to a far greater extent than the price mechanism could 
achieve, and the effect on surplus goods consumption will therefore 
be greater. 

It appears that in countries with consumable surplus goods the 
method of financing the war by taxation (or compulsory saving) 
imposed pardy on middle and lower incomes, involves even more 
obvious disadvantages than elsewhere. If the taxation prevents a rise 
in lower incomes, it prevents at the same time a rise in consumption 
of surplus goods; if it actually cuts down lower incomes in order to 
reduce consumption of scarce goods, then die consumption of surplus 
goods likewise falls, and the pressure on their markets increases. 
Orthodox war finance is imable to cope with this problem.^ 

What would happen if the rationhig scheme were introduced and 
lower incomes were increased until all the surplus would be absorbed ? 
There is little danger of this with respect, for example, to Australian 
meat, but wherever it would happen a kind of secondary scarcity 
would arise. The answer to the problem is to apply the same technique 
again; ration expenditure on those surplus goods wliich become 
scarce, by fixing a separate expenditure ration for these goods. There 
would then be one expenditure ration for goods of primary scarcity, 
and another expenditure ration for goods of secondary scarcity. 

In practice any such scheme would have to be coupled with strict 
price control of surplus goods in all stages. 


^ For an example of successful new methods to cope with surplus goods, independent of 
rationing, see S. Moos, *The Two Stamp Plan', p, 195, 



THE TWO-STAMP PLAN 
A NEW METHOD OF DISTRIBUTION 

by S. Moos 

From Bulletin, Vol. 3, No. ii (August, 1941) 

E ight years have passed since, in the framework of the sweeping 
New Deal legislation, a law was passed in the U.S.A. which 
enabled the Agricultural Adjustment Administration (A.A.A.) to 
pay, out of processing taxes, compensation to farmers who submitted 
to the regulation of production by the Federal Government. By 
restricted production tlic New Deal mtended to adjust supply to 
effective demand and thus avoid the accumulation of commodity 
surpluses. The Act was, however, abolished in January, 1936, by a 
6: 3 vote of the Supreme Court wliich declared the processing taxes 
to be unconstitutional. The U.S.A. Government was indicted of 
having infringed the rights of the individual States which, sovereign 
in dicir territories, were alone responsible for the agricultural policy 
to be pursued.^ Thus, this great attempt at organized agriculture 
production was defeated because it involved the bigger and still 
undecided issue of States' authority against the Federal Government. 

The regulation of production having failed, another scheme for 
the disposal of surpluses was tried out with a certain measure of 
success. When commodity markets weakened under the pressure 
of supplies for wliich no sufficient demand was forthcoming, agricul- 
tural surplus products were bought by the Government and sent to 
relief agencies for distribution to relief clients. This scheme was 
opposed, especially in derelict areas, by tradesmen whose turnover 
decreased in proportion to the relief deliveries by the State. 

In 1939, a new scheme was put into operation, tliis time based on 
the principle of adjusting demand to supply. The gap between 
potential and effective demand was to be bridged by selling surplus 
products to people who otherwise would not be able to buy these 
goods. The scheme, known as the Food Stamp Plan, or Two-Stamp 
Plan, was, in May, 1939, begun experimentally in one town, 
Rochester, and has since become one of the most successful economic 
experiments carried out by the New Deal Administration, expanding 

^ Sec B. A. Radice, Fundamentnl Issues in the United States, Oxford, 1936. 
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so rapidly tlxat it is expected to reach soon 4-5 million customcn. 
Extending to 14 areas only, in November, 1939, it had, in the Spring 
of 1941, spread to 250 areas, including Greater New York where it 
was inaugurated on March i, 1941. 

The Two-Stamp Plan allows special categories of people on rehef 
or in need of assistance to purchase, at local relief Strict stations, 
books containing from 8 to 56 orange-coloured stamps worth 
25 cents each. These orange stamps entitle the holder to buy any 
food from any grocer, butcher, or dairyman taking part in the 
scheme. For every $i’0 worth of orange stamps die buyer receives 
free, in addition, 50 cents worth of blue stamps. The weekly minimum 
of orange stamps to be bought by one person has been fixed at 
approximately |i*o, an amount which is taken to represent the 
average weekly expenditure of poorer famihes on food. According 
to research of the Department of Agriculture about 20 mUlion people 
spend 5 cents a meal only. $f50 per family have been allowed as 
the upper Hmit for the purchase of orange stamps. The free blue 
stamps can be used only for the purchase of commodities on the 
Government surplus Ust. Mainly rehef recipients with cooking facili- 
ties are quahfied for the purchase of stamps and receive the authoriza- 
tion by mail. Those retailers who have appHed to the Surplus 
Marketing Administration (S.M. A.) for participation in the scheme — 
over 200,000 retail food stores in poverty-stricken districts arc, at 
present, taking part — accept both the orange and blue stamps instead 
of cash and receive from the Government, directly or through the 
wholesaler, their full value redeemed.^ 

The Government raises the sums required for this purpose partly 
by using 30 per cent of all customs receipts as provided by tarifflaws, 
obtaining in this way about 1 100,000,000 a year, and, if necessary, 
by additional grants. From May, 1939, until May, 1941, some 
$80,000,000 of surplus foods were bought with blue stamps. In 
September, 1940, more than 2,000,000 rehef recipients used $4*6 
nulhon worth of blue stamps, while in January, 1941, 3,000,000 
recipients spent $7*0 milhon on surplus products, equalling a yearly 
expenditure of $28 per person and a total expenditure of $84 miUion. 

^ The surplus is to be measured not by physical units but by economic standards based 
on prices. Thus, surplus means that quantity of an agricultural product which, if sold on the 
market, would lower pnccs under a level remunerative to producers. The surplus, therefore, 
increases or decreases correspondingly with the fall or rise of the remunerative or ‘parity* 
pnee. A price is considered remunerative if the purchasing power obtained by the agricultural 
producer by selling a certain quantity of his crops enables him to buy the same amount of 
goods as in the base period August, 1909 — ^to July, 1914. Changes in interest-, tax-, and 
fircight-rates are also to be taken into account. 
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TABLE I 

SAIB OP sm^tus PRODUCTS AND INCRBASE IK FAMILY EXPENDITURB RESULTINC 
FROM THE SCHEME 


Product 

Percentage 
inc. in family 
expJue to 
the scheme 

Quantities in 
million Ik 

Total 

Production 

Assumed 
sale of 
surplus as 
per cent of 
production 

Sold in 
Jan. *41 
to $ Mil 
recipients 

Sold 
yearly 
assuming 
7*5 miU 
lion recip. 

Quantity 

Year 

Fruit 

14*0 






Potatoes . . \ 


27*8 

850 

28,884 

1934 

3*0 

Dry Beans [ 

12*0 

3*5 

100 

1,122 

1934 

8*9 

Other Vegetables ) 


6*6 

200 




Eggs 

13 0 

3*6^ 

110* 

2,161 

1934 

5*1 

Butter 

14*0 

2*7 

80 

1,786 

1938 

4*5 

Flour ) 


24*0 

700 

20,600 

1937 

3*4 

Other Cereals > 

16*0 

8*6 

1 250 




Lard 

6*0 

4*7 

! 140 

! 1,700 

! 1938 

8*2 

Pork 

25*0 

10*5 

1 300 

7,600 

1938 

4*0 


1 Sold in February* 1941: 7*2 mill. lb. apples, 1*2 mill. lb. dried prunes, 1 milL lb. raisins* 
6*1 mill, grape fruits, 2*1 mill, doz. oranges. 

* Mill, dozen. 


Not more than 25 per cent of total funds are to be spent on any 
one surplus commodity. In the period December, 1939 to January, 
1940, 34 per cent of the funds available were spent on butter and eggs, 
23 per cent on pork; flour and pork lard came next. Of fruit mainly 
oranges and grapefruit were designated as surplus food. From time 
to time commodities are added to or taken off the surplus list which, 
in December, 1939, included sixteen commodities. Since the Summer 
of 1940 such changes may be carried out on a regional basis so that 
a regional surplus can be absorbed in a similar way as a large-scale 
national one. 

We may conclude from Table I, which shows a marked increase 
of family expenditure on agricultural products, that the Two-Stamp 
system has succeeded where other plans have failed, in stimulating 
tire consumption of additional quantities of surplus goods. If the 
Plan is extended to another 4*5 millions in receipt of relief, so that 
$100 million out of customs and $100 million out of State grants 
would be spent, considerable quantities of surplus products will be 
absorbed. If, on the other hand, the American re-armament pro- 
gramme absorbs many of those now receiving rehef, the scheme may 
decline in importance. Its scope, however, could be considerably 
increased by the inclusion of low income groups. Their exclusion 
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actiially tends to remove the incentive for accepting or even remaining 
in low-paid work which deprives workers of the benefits of the 
Food Stamp Plan. But an attempt, undertaken in Oklahoma, to 
include families with an income below $19-50 a week in the scheme, 
was strongly opposed as ‘socialism’, ‘fascism’, ‘relief for non-reliefers’, 
etc. The Chamber of Commerce feared increasing State interference 
in normal trade channels, while those benefiting from the extension 
of the Plan resented being counted in the same social category as 
‘rcHefers’. Even of rehefers entitled to receive blue stamps, one- 
quarter on the average do not use this opportunity. 

The Two-Stamp Plan is not forced upon communities but intro- 
duced on application only. A guarantee must be given by the local 
authorities not to cut the cash payments due to reliefers who receive 
blue stamps and to bear the administrative costs of the Plan, amount- 
ing to about $500 for 10,000 persons. The minimum and maximum 
limits ($1-0 and $1-50) for the purchase of orange stamps are 
adjusted to local conditions in such a way that in very poor com- 
munities blue stamps are distributed without orange stamps having 
been bought. These cases are, however, exceptional since the general 
obligation to acquire orange stamps is designed, as mentioned above, 
to prevent purchasing power released by the free issue of bine stamps 
being shifted from food to other items. 

Merits of the Plan 

It is true that producers who would receive almost the total 
Government subsidy if they restricted production, and some 75 per 
cent of the subsidy if surpluses were directly distributed by the State 
to those m need, obtain under theTwo-Stamp Plan only 45 per cent.^ 
But under the latter system a rather stable price level is maintained 
while direct distribution tends to undermine prices of agricultural 
products, purchasing power being diverted by those benefiting from 
food grants to other fields of consumption. Although this tendency 
is considerably lessened in the Two-Stamp Plan by the compulsory 
continuation of normal expenditure as a condition for the grant of 
surplus products, tliis loophole has to receive the constant attention 
of the S.M.A. On the other hand, the scheme, by removing the 
pressure of surplus supply on the market, favours price increases. 
Such a trend became especially marked in connection with possible 
Government purchases under theLease-Lcnd to Britain programme, 

^ The other 55 per cent being used for administrative costs and for payment of the margin 
between producers* costs and retail pnees. 
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so that in March, 1941, the S.M.A. decided in future to withhold 
information on its daily purchases of butter, lard, eggs, cheese, and 
other surplus food products. Increased costs of distribution may be 
considered another disadvantage of the scheme. 

No doubt these tendencies, as far as they do not cancel each other, 
may jeopardise the scheme which, at the same time, is not safe from 
being misused by those benefiting from it. Many of those Hving near 
or below the subsistence level attempt, in spite of proliibitions, to 
exchange tlieir blue stamps against cash instead of against commo- 
dities, thus defying the purpose for which they received the blue 
stamps. In March, 1941, a plot was discovered to counterfeit food 
stamps, orange and blue, and sell them at a discoimt of 70 per cent 
of their value to retailers who could pass them on as genuine stamps. 
The plot was discovered in time by die Treasury Secret Service, the 
printing and engraving equipment was confiscated and the men 
responsible were arrested. But the possibihty of fraud represents a 
constant danger to the Food Stamp Plan. It has been met by counter- 
measures which , so far , have proved efficient. Areas wliich administer 
the plan in an improper manner, for example, introduce arbitrary 
conditions in selecting pro.spectivc stamp holders, can be deprived 
of the distribution of surplus commodities. Anybody taking part in 
the scheme, including retailers and wholesalers, who infringes the 
regulations can be refused further participation in the scheme. A 
more severe form of punishment may be inflicted by treating the 
misuse of the scheme, such as the raising of false claims, as a criminal 
oflencc.^ 

Against diesc drawbacks must be set the advantages of the plan, 
which successfully improved the nourisliment oflow-income families 
and the turnover of the retail trade, thus absorbing commodity 
surpluses without the opposition and even •with the consent and sup- 
port of the trades concerned. 

The voluntary basis and the adaptability to local conditions have 
largely contributed to the success of a scheme original in its conception 
as well as in its execution . The surplus products are neither destroyed 
nor distributed to people in need without regard to their actual 
desires, nor does this distribution upset the normal market. By 
subsidizing the consumer instead of die producer the Government 
satisfies consumer, distributor, and producer at the same time. Surplus 
products arc absorbed by purchasing power being transferred from 

^ See S. Herman, The Pood Stamp Plan^ The Journal of Business of the University of Chicago ^ 
Octobci, 1 940~January, 1941. 
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dhe comumm of imported goods to the consumer of home 
production. 

Surplus products are distributed through normal trade channels 
without leading to a slump in prices and profits. The Two-Stamp 
Plan, originating in the theory of price differentiation and discrimina- 
tive marketing, thus represents a decisive step forward in the develop- 
ment of the economics of distribution, though final judgment must 
be postponed until more data are available and until general economic 
conditions have become more normal than in a world at war. 

Application to Great Britain 

The principles apphed in the scheme could, with possibly similar 
success, be applied to problems of a war-economy, such as rationing 
and food subsidies. These measiues, in spite of the unequal distribu- 
tion of purchasing power, are at present carried out according to the 
principle of price cquaUzation, tliat is, of prices equal in all markets, 
and are based on a theoretical equahty of rations. But, in practice, those 
possessing sufficient purchasing power can buy high-priced un- 
rationed goods while, on the odier hand, rations are not being fully 
consumed by those with restricted means. Food subsidies are paid in 
such a way that tliose with high purchasing power profit to the same 
degree as the poorer classes. In order to improve these conditions 
special categories of buyers, say wives and children of members of 
the armed forces, evacuees, or low-paid workers in war industries, 
could receive special ‘dividend cards’ instead of ordinary ration cards, 
the stamps representing a bonus on their purchases, so that goods 
obtained by these stamps could be bought at reduced prices. The 
Ministry of Food would, in future, announce not only the quantity 
of the weekly radon of a commodity, but also the money value 
represented by the dividend stamps. While purchases on normal 
ration cards would be marked in the ration book, as practised now, 
the quandty-valuc stamps of dividend cards would be cut and collected 
by retailers, as at the beginning of the rationing scheme, and redeemed 
by the Food Office, directly or via the wholesaler or bank. The 
additional costs involved would be of a comparatively small magni- 
tude since subsidies now paid to producers and wholesalers would 
be used for financing the scheme. In Table 11 we give estimates of the 
cost of such a scheme according to the value of the ‘dividend’ and the 
number of persons benefiting. To these figures an allowance for 
administrative costs has tobeadded. Part ofthe dividend stamps could 
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be used for important unrationed foods such as cocoa, vegetables, or 
if available, fruit. 

TABLE n 

ESTIMATE OE ANNtfAI- BXEENDITXIKE ON "OmOEND* STAMPS 


hJumher of persons Annual cost with a weekly dividend of 

benefiting 2/- 3/- 4/- 


3,000,000 

15*6 

^ million 
23*4 

31*2 

5,000,000 

26-0 

39*0 

52-0 

10,000,000 

52 0 

784) 

104-0 


By applying the principle of discriminative marketing in this way 
a more equal distribution of the food available and improved nourish- 
ment of large sections of the population could be achieved. 
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IV. WAGES AND NATIONAL INCOME 


EMPLOYMENT AND NATIONAL INCOME 
DURING THE WAR 

by J. L. Nicholson 

From Bulletin, Vol. 7, No. 14 (October 13, 1945) 

I N th^ following pages, a general account is given of changes in 
employment, incomes, consumption and prices, which have been 
brought about in this country during die war. An estimate is also 
made of the distribution of the financial ‘war burden' between wage 
earners and others. 

1 . Employment 

First, we consider the changes that have taken place, between 
1938 and 1944, hi the number of insured persons employed in 
industry. The estimated number of persons insured against un- 
employment under the General, Special or Agricultural Schemes, 
in the first week of July, are shown in Table 1 . It should be noted 
that all the figures in this Table refer to persons in the United 
Kingdom, aged 14 and over. The first line shows the numbers 
actually insured at the time of the annual exchange of cards. Owing 
to changes in the scope of insurance, certain adjustments were 
necessary in order to obtain a continuous scries of comparable 
figures. From September 1940, unemployment insurance was 
extended to include non-manual workers earning between ^^250 
and ;£420 a year, estimated to number 364,500 in July 1941. Also, 
women over 60 ceased to be insurable against uiiemployinent from 
July 1940. After adjusting the figures for these two changes,^ the 
index number shown in the second line is obtained. From April 
1942 women employed part-time^ were exempted from unemploy- 
ment insurance; the numbers so employed in previous years must 
have been comparatively small, so that this index effectively repre- 

^ Index nmnbers before and after each change were joined by the chain method; in this 
way, it was iraplicitly assumed, for instance, that the proportion of non-manual workers 
earning between £250 and >6^20 p.a. was constant from July, 1941 onwards, the actual 
numbers after this date not being available. 

2 i.e. for not more than 30 hours a week. 
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scnts the numbers insured against unemployment: in July of each 
year, excluding part-time workers and after eliminating changes in 
the scope of insurance. 

For me purpose of comparing estimates of national income with 
changes in employment, it would be useful to know the average 
number of insured persons in employment throughout each year, 
but these numbers are not available. Estimates were tlierefore made 
of the average number of insured persons in each year by interpolat- 
ing from the July figures;^ the results, expressed as index numbers, 
are shown in line 3 of Table I. The average numbers of insured 
persons who were wholly unemployed (including casuals) or tem- 
porarily stopped, wliich arc ascertained once a montli, were then 
subtracted from the average numbers insured, in order to obtain 
estimates of the average numbers of insured persons in employment. 
Adjustments were made for the classes of domestic servants which 
were brought into insurance in April 1938, and for a minor change 
in the method of counting unemployed men at Government 
training centres,^ as well as for the two changes in the scope of 
insurance, mentioned above.^ Further, since the numbers of insured 
persons unemployed, after August 1940, are available for Great 
Britain but not for tlie United Kingdom, it was assumed that the 
number of unemployed persons in Northern Ireland, relatively to 
the number in Great Britain, remained constant after tliis date. 
Since the number in question was then small in relation to the total 
number employed (about o*6 per cent), and must have subsequently 
declined, no substantial error could thus have been introduced. 
The estimated average numbers of insured persons employed, not 
including part-time women, are shown in the form of index numbers 
in line 4 of Table L The estimated average number of insured 
persons in employment in 1938, corresponding to the scope of 
unemployment insurance in July of that year, w’^as 13,873,500, 

The number of part-time workers wms 380,000 in July 1942, 
756,000 in July J943, and 900,000 in July 1944.^ When these are 

^ If Hj, Dg, 110 , arc the numbers insured at the bcgmiung of July, in three successive years, 
using linear interpolation between these dates, the average number in the second year is 
given by | (biij-fni+na). 

® See Ministry of LaboHr Gazette^ 1940, p. 223, 

* It was assumed that there was no unemployment among non-manual workers earning 
between /,‘250 and £420 a year. Contmuity in the msurance figures is also disturbed by the 
fact that, in a period of rising incomes, persons who were insured at one date may not, if 
their incomes increase beyond the upper limit, be insurable at a later date. This would have 
made the index numbers, if anything, slightly too low. 

* These figures were kmdly supplied by the Ministry of Labour. It is not clear why the 
proportion of part-time women workers appears to have been much less in the industries 
covered by the Ministry of Labour carnmgs inquiries. 
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Insured Persons, aged 14 and over, in the United Kingdom 
General, Special and Agricultural Schemes 
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included, counting two part-time workers as equivalent to one 
full-time worker, the final index number, shown in line 5, is 
obtained. 

It k interesting to compare the index of the number of insured 
persons employed with the index number which was derived from 
employees’ contributions to imemployment insurance,^ which 
hitherto provided the only means of estimating war-time changes 
in the volume of employment. The latter, which is shown in Hue 6, 
is not adjusted for part-time women and may be compared, there- 
fore, with the index in line 4. 

These two series would not be expected to give exactly the same 
results, for several reasons: 

(i) As mentioned above, the index in hnc 4 does not refer exactly 
to the average number of insured persons employed (the average 
number insured were estimated by interpolation and the average 
numbers unemployed were based on figures relating to a particular 
day in each month). 

(ii) The index derived from insurance contributions does not 
allow for changes in the proportions belonging to different sex and 
age groups, which pay varying contributions; it appears, however, 
from the data relating to insured persons (employed and unem- 
ployed) that such changes would have caused only a very slight 
reduction in this index (by not more than 0*5 per cent in 1943). 

(iii) Agriculture was not included in the index based on con- 
tributions, and as the number of women employed in agriculture 
has risen considerably during the war, this index would be slightly 
too low (by not more than 1 per cent in 1943). 

(iv) Persons temporarily stopped for only part of a week, who 
are not included in line 4, would continue to pay contributions. 

These reasons could probably explain the differences between the 
two series, which agree very closely for 3 of the 5 years, and differ 
by not more than 3 per cent in the other two years. The results 
appear to justify the method which was previously used. 

The index relating to insured persons employed (line 5 of Table I) 
will be used in subsequent analysis as indicating changes in the 
number of wage earners employed. Insured persons include small 
salary earners, but do not include most domestic servants, or men 
over 65 and women over 60. It is estimated® that the number of 

^ The method of construction was described in Bulcbtin, Vol. 3, No, 13, p, 294. The 
effects of changes in the rates of contribution and in the scope of insurance were eliminated. 

® Sir Godfrey Ince, Mobilization of Man-power in Great Britain for titc Second Great War^ 
Manchester Statistical Society, 1945. 
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persons over tlicse ages in industrial employment in Great Britain 
increased, during the war, by over 400,000. The number employed 
as indoor domestic servants was probably reduced by a roughly 
similar amount, so that these two factors approximately cancel each 
other, while any change which may have occurred in the relative 
number of salary earners with less than ^420 a year could have had 
only a slight effect on the index. 

There is, however, a further qualification which should be men- 
tioned. During the war, the number of persons who are permanently 
employed in Government service, or on the railways, and who are 
not insurable against unemployment has decUned, while the number 
of temporary employees, who are insured, has increased. To the 
extent diat die former have been substituted by the latter, the index 
number overstates the increase in the numbers employed. A com- 
parison of die changes in the total number of persons employed 
in Government service with the changes in the number of insured 
persons so employed shows a comparatively small discrepancy, so 
that, at least as far as Government employees are concerned, diis 
point does not, in fact, appear to be very important, and is therefore 
neglected. 

An estimate was also required of the increase in average hours 
worked. This was based on data obtained from die Ministry of 
Labour inquiries into earnings and hours of labour in mining (except 
coal), manufacturing and building industries, supplemented by 
information relating to the average number of shifts worked by coal 
miners.^ The resulting index is shown in line 7 of Tabic I and, 
when multiplied by the index of the average numbers employed 
(line 5), provides an estimate of changes in the volume of employ- 
ment (line 8). 

An idea of the total mobilization of man-power, in industry and 
the Forces, is provided by figures wliich have been made available 
for Great Britain^ (but, oddly enough, not for the United Kingdom), 
and which arc shown in Tabic II. Comparison with Table I shows 
that the number of insured persons employed has increased relatively 
to the total number of persons employed in industry; the number of 
persons employed but not insured must have declined considerably. 
This is partly explained by the substitution of permanent for tem- 
porary employees in government and railways (see above). The 

^ Statistical Digest, 1944, published by the Ministry of Fuel and Power (Cnid. 6639), 

® See Stathtics relating to the War Effort of the United Kingdom (Cmd. 6564) and Table 12 
of the White Paper on National Income (Cmd. 6623). The number m the Forces in 1938 was 
indirectly estimated from their total pay and allowances. 
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total number of persons employed in industry, the Forces, 
auxiliary services and full-time civil defence/ at the peak, in 1943, 
was 25 per cent greater than in 1938. 

2 . Consumption and Prices op Main Items 

Next we consider changes between 1938 and 1944 in consumption 
and prices of the main groups of items for which estimates are given 
in the Wliite Paper on National Income (Cmd. 6623). For the main 
categories of expenditure, Table III shows chatiges in consumption 
(in real terms) and in market prices (including the effects of indirect 
taxes and subsidies). The data relate (as far as possible) to expendi- 
ture out of personal incomes. The figures for individual categories 
relate to purchases in the United Kingdom, including those of 
tourists and Dominion and Allied Troops and excluding expenditure 
abroad of British tourists and members of the armed forces. The 
final totals, however, are adjusted so as to relate to purchases out of 
British incomes. 

Income in kind received by the forces^ is included in the total, but 
not in the separate groups. Thus, the decline in food consumption, 
shown in Table III, is partly the result of the gradual increase hi the 
number of persons m the forces and auxiliary services. 

The figures relating to beer consumption, given hi the Wliite 
Paper, arc expressed in terms of bulk barrels. In order to ehminate 
the effects of dilution, it is necessary to reckon tlie consumption of 
beer in terms of standard barrels^ and this is also more consistent 
with the procedure adopted for other goods, where, ‘as far as possible, 
and in nearly all cases of merchandise sales, the value of expenditure 
at 1938 prices takes account of the changed quahty of the goods 
sold’ (Cmd, 6623, p, 27). Standard barrels have accordingly been 
used in calculating the index numbers shown in Table III; this 
affects the prices and consumption of beer as well as of all goods 
combined.^ Since hi many cases it must have been impossible to 
make full allowance for changes in quality, it may be assumed 
that more correct index numbers would show greater increases 

^ Excluding domestic servants. 

^ This is stated to include food and clothing only. Housing and travel met at Government 
expense are apparently excluded from both income and expenditure. It is assumed that tlie 
pnee index for all other goods and services can be applied to income received in kind. 

* Expenditure on beer in terms of standard barrels at 1938 pnees, according to informa- 
tion kindly supplied by the Central Statistical Office, was jQ million: 180, i 86 , 179, 189, 
180, 1B4, 194 in the years 1938 to 1944 respectively, 

^ Tlie price index of beer is raised, through this adjustment, by about 35 points and the 
price index of all items combined by about IJ pomts. 
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in price, and correspondingly larger reductions in consumption, 
than are indicated by the present estimates.' 

The two sets of figures relating to rent, wliich show very little 
change compared with 1938, arc probably not altogether reliable. 
The Ministry of Labour index, which shows an increase of only 
per cent since 1938, refers mainly to working-class dwellings 
^and does not include furnished houses, so that it very probably 
understates the increase in the general level of rents over the whole 
country. It is possible, also, that rent from lodgers, evacuees or 
from sub-letting may not always have been recorded in income 
tax returns, and this would partially explain the apparent stability in 
the total income from rent. 

Index numbers of consumption and prices of all goods and ser- 
vices combined are affected by the weights which are applied to the 
constituent items. Of the two index numbers of total consumption, 
shown in Table III, one is the result of combining different items 
according to their market prices (including the effects of indirect 
taxes and subsidies) and the other is the result of using factor prices 
(excluding indirect taxes and subsidies) as weights It can be seen 
that the former index is slightly higher than the latter, one showing 
a fall in consumption of about 18 per cent, and the other of about 
20 per cent, between 1938 and 1944. This is because items wliich 
are subject to indirect taxation are given greater weight when valued 
at market prices than when valued at factor cost, and on the whole 
the consumption of these items has increased, relatively to that of 
most other goods. From the consumer’s point of view, the index 
of consumption based on market prices is more appropriate; when 
considering the factors engaged in production, the index based on 
factor prices is more appropriate. 

The results are also influenced by changes in the distribution of 
expenditure, the effects of wliich on the indices of market prices of 
all consumption goods are indicated by the three series, shown in 
lines 4, 5 and 6 of Table VI, below. If 1938 weights are apphed, 
in all years, to the main groups of expenditure distinguished in the 
White Paper,® the scries shown in line 4 is obtained; if the price 
index for a given year is calculated on the basis of weights relating 

^ It is interesting to note that earlier estimates of the comumption of ‘other alcohol* 
(spirits and wmes), which were indirectly denved from the yield of aistoms and excise 
duties, agree closely, except for 1941, with the official estimates now available. The index 
numbers obtained by this method were 101, 94, 81, 76 (1938 =« 100) for tlic years 1939 to 1942 
respectively. The method was described in ButumN, Vol. 5. No. 10, pp. 162-^5. 

* If separate data were available for all the items within each group, different results 
might have been obtained. 
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TABLE ffl 

INDEX NUMBERS OE FBRSONAt CONSUMPTION AND MARKET PHICBS 


Food 


mo mi m ^ ms 

Index Numbers of Consumption (igjS =? ioo) 
100-9 85-5 78*1 82-5 77-9 

i944 

82-8 

Beer (Standard barrels) 


103-3 

994 

105-0 

100-0 

102*2 

107*8 

Other Alcohol 


103-4 

93-2 

94-3 

76-1 

75-0 

68-2 

Cigarettes 


104-2 

103-4 

114-6 

120*8 

120-8 

121-5 

Omer Tobacco 


100-0 

93-8 

100-0 

100-0 

90-6 

87-5 

All Tobacco 


103-4 

101*7 

111-9 

117-0 

115-3 

115-3 

Rent . . 


102-9 

103-5 

102*4 

101*2 

101-0 

100-8 

Fuel and light 


101-0 

102-6 

103-1 

101*0 

95-3 

95-3 

Furniture 


94-7 

69-1 

46-1 

31-6 

23-7 

19-7 

Hardware 


91-5 

72-0 

54-9 

40-2 

35-4 

35-4 

Footwear 


104-1 

93-2 

79-5 

76-7 

72-6 

72*6 

Men’s and boys’ wear 


100-0 

8 M 

55-1 

54*3 

44-9 

54-3 

Women’s and infants* wear. . 


98-0 

81 -7 

59-8 

60-2 

55-7 

62-2 

All clothing 


99'6 

83-4 

61-7 

61-2 

55*4 

61-7 

Travel 


92-3 

57-7 

59-2 

63-4 

65-5 

65-8 

Services 


99-3 

86-8 

79-4 

74-6 

7 M 

71-1 

Other goods 


100*7 

93-2 

80-4 

70-0 

70-7 

73-2 

Tot At Consumption* 

Index based on maiket prices 


100-4 

88-9 

82-4 

81-3 

79-4 

81*9 

Index based on factor prices 


100-1 

87-9 

80-5 

79-7 

77-0 

79*8 

Food . . 


Index Numbers of Market Prices (lOjS— lOo) 
102-5 120-1 133-7 132-6 134-3 

134-5 

Beer (standard barrels) 


104*8 

141-3 

168-8 

207-8 

232-6 

235-6 

Other Alcohol 


103-3 

122-0 

139-8 

180-6 

209-1 

216-7 

Cigarettes 


112-0 

144-3 

160-0 

197-1 

236-8 

244-0 

Other Tobacco 


112-5 

156-7 

171*9 

225*0 

272-4 

282-1 

All 7'obacco 


112-1 

146-4 

161-9 

201-5 

241-9 

249-3 

Rent 


101-0 

102-4 

102-4 

102-6 

102-4 

102-6 

Fuel and light 


101 -0 

111-7 

118-2 

122-2 

126-8 

133-3 

Furniture 


101-4 

132-4 

182*9 

237-5 

230-6 

226-7 

Hardware 


102-7 

123-7 

153-3 

181-8 

193-1 

193-1 

Footwear 


102-6 

132-4 

156 9 

173-2 

164-2 

169-8 

Men’s and boys’ wear 


103-2 

133-0 

165-7 

178-3 

177-2 

181-2 

Women’s and mfants* wear 


103-3 

133-8 

166-7 

180-4 

175-9 

182-4 

All clothing 


103-1 

133-3 

164-4 

178-4 

173-7 

179-6 

Travel 


100-4 

no -4 

119-0 

118*9 

119-4 

119-3 

Services 


100 4 

114-6 

128-0 

137-8 

147-1 

152-4 

Other goods . . 


101-4 

113-8 

136-4 

153-1 

157-1 

158-5 

Total* 

Index of market prices 


102-3 

119-8 

135-3 

145-4 

15 M 

153-4 

Index of factor prices 


101-7 

118-6 

131-3 

137-6 

143-0 

145-4 


* Including income in kind of Forces and adjustment to correspond with expenditure out 
of British incomes. Beer reckoned in standard barrels. 


to the same year, the series shown in line 5 is obtained ; if the weights 
are based on the average quantities consumed in 1938, and in the 
given year, tire series shown in line 6 is obtained^ Since relative 

* Writing po and for prices and quantities in 1938, andpi and for prices and quantities 
in the given year, the formulae arc respectively: 

^ Pi <ii pi 

(line 5) ; (hue 4 ) ; (line 6)» 

Reasons for preferring the last formula arc given by Professor Bowlcy, Baiwewir Jewmal, 

1928. p. 216. 
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changes in consumption have been negatively correlated with 
relative changes in price (groups which, in general, have shown the 
greatest reductions in consumption having also shown the greatest 
increases in price, and vice versa), the use of 1938 weights results in 
higher price indices than tlie use of weights in later years. 

The index of total consumption based on market prices, shown 
in Table III, is indirectly obtained from the market price index 
based on average weights. The index of factor prices and the corre- 
sponding index of consumption, shown in the same table, are 
apparently based on Fisher^s IdeaF formula, which is the geometric 
mean of the indices resulting from the use of weights in the base 
year and in the current year.^ 

3 . Consumption of Food*** 

Some additional information is available regarding the consump- 
tion of different kinds of food. Tabic IV shows the percentage 
distribution of tlic total expenditure of all households on food in 
1938 and 1943 1 together with the corresponding percentages in 
working-class family budgets^ in 1937^38 and in middle-class 
households'^ in 1938-39. The items included in the different groups 
are not always defined in detail, but the majority of items are easily 
classified, and the dividing lines can be assumed to be practically the 
same, therefore, in all three cases. Expenditure on alcoholic drinks 
and meals away from home arc excluded. Since there were few 
changes in prices between October 1937 and January 1939, the first 
and last dates of the working- and middle-class inquiries respectively, 
the first three sets of figures shown in the Table should be on a 
comparable basis. 

In a few cases, such as the sugar group and dairy products, where 
the proportions in total household expenditure appCiir to be sub- 
stantially higher and lower, respectively, than in working- or middle- 
class households, the differences arc difficult to explain; otherwise, 
the distribution of expenditure on the various groups is surprisingly 
Similar in the three cases. 

As might have been expected, the proportion spent on bread and 
cereals is higher in working-class than in middle-class and other 

^ The two index numbers shown here are based on figures given in the White Paper 
(Table 14), but include an adjustment for beer (see above). 

* This section is reprinted from Bulletin^ Vol. 6 , No. 13, with the substitution of more 
recent figures in Tabic V. 

® TIiosc of industrial workers. Sec the Ministry of Labour Gazette^ December 1940. 

* Journal of the Royal Statistical Socteiy, vol. cv, Part HI, 1942. 
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TABLE IV 


BISTRIBXmON OP HOUSBHOID EXPENDnUHB ON POOD 



Industrial 





Working^lass 

Middle-Class 

All Household Expenditure 


Households 

Households 

United Kingdom 



i93d-}9 


^943 


Percentages of Total Household Expenditure on Food 

Bread, Cereals, etc. 

16-3 

13-3 

14*6 

19*7 

Meat, Bacon, etc. 

24’6 

22-5 

24*4 

23-9 

Fish 

4-2 

4-4 

3*8 

3*1 

Oils and Fats . , 

10-3 

8-6 

8*7 

5*0 

Sugar, Preserves, etc. 

5-0 

6-2 

9-6 

9*2 

Dairy Products 

18*6 

20*9 

16*8 

17-8 

Fruit . . 

5-5 

9-5 

7*0 

3*1 

Vegetables 

7-5 

7-0 

7-4 

11-0 

Beverages 

5*6 

4-5 

4*8 

4*0 

Other Foods . . 

2-4 

3-1 

2-9 

3*2 

Total Household Expenditure 




on food 

100-0 

100*0 

100-0 

100-0 


households generally, and the proportion spent on fruit is smaller. 
Changes in the proportions spent on different items during tlie war, 
as shown by the last two columns in the Table, are the result of 
changes in relative prices as well as in quantities consumed. But the 
very sHght decline in the proportion spent on the meat group is 
unexpected. 

More interesting than the index of total food consumption 
out of personal expenditure, which is shown in Table III, are the 
figures of average quantities consumed per head of the civilian 
population, which have been pubhshed in considerable detail.^ 
These figures have been combined into nine groups,^ for which 
index numbers arc given in Table V, based on average quantities 
consumed in the years 1934-38. An index of average consumption 
per head for all these foods combined has also been estimated, the 
different groups being weighted according to their relative im- 
portance in total household expenditure in 1938, as shown in 
column 3 of Table IV. Ic is implicitly assumed that the inclusion of 
foods consumed outside the household would not affect die rela- 
tive importance of the different groups. 

The consumption of cereals, dairy products and vegetables is 

^ Pood Consumption Levels in the United States, Canada and the United Kingdom^ U*S. Dept, 
of Agriculture, 1946. The figures, which are described as ‘per capita suipplies of food moving 
into civilian consumption* have been intc^rcted as referring to actual consumption. 

* Eggs were combined with other dairy products, and potatoes with other vegetables, 
according to their relative cxpendiuire in industrial working-class budgets in 1937-38. In 
other cases, weights were added together. Meat and fish are included according to edible 
weights, dairy products according to the amount of milk sohds, eggs according to shell- 
egg equivalent, oils and fats according to fat content, etc. 
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TABLE V 

mDBX NUMBEHS OP AVERAGE CONSUMPTION PER HEAD OP aVUJAN POPULATION, 
UNITED KINGDOM 




mi 1942 1943 

(average 1934-1938=a 

t944 

100) 

i94$ 

Bread, Cereals, etc 

107 

122 

116 

118 

119 

119 

Meat, Bacon, etc 

90 

77 

78 

73 

80 

72 

Fish . . 

64 

58 

62i 

68 

76 

89i 

Oils and Fats 

91 

88 

88 

84 

85 

81 

Sugar and Syrups 

71 

65 

66 

65 

69 

68 

Dairy Products 

98 

96 

114 

118 

118 

121 

Fruit 

89 

46 

69| 

601 

71 

66 

Vegetables 

94 

105 

119 

123 

134 

132 

Beverages (tea, coffee, cocoa) 

106 

99 

95 

79 

87 

93 

All Food (1938 weightmg) . . 

92 

87 

92 

91 

95 

94 


considerably higher than before the war, of fish and fruit much 
smaller. The estimated reduction in the average consunjption per 
head of all food^ is considerable; on the other hand, there is evidence 
that nutritional standards have been maintained remarkably well, 
and in some cases have even been improved, during the war.^ 
The suppUcs of nutrients, however, as a result of war-time changes 
in diet, have not, in general, fallen as much as tliis. 

The gradual divergence, during the period studied, between the 
index of total food consumption, shown in Table III, and tliat of 
average food consumption per head, shown in Table V, reflects the 
gradual reduction in the size of the civihan population. But, apart 
from the difference in base period, which is probably unimportant, 
die method of calculation in the two cases was not the same. 
In the second case, the different commodities within each group 
were brought on to a common basis of comparison, in terms of 
weights, by the use of conversion factors wliich were based on 
edible contents. In Table III, on the other hand, die reduction 
in the index of food consumption is partly a reflection of the sub- 
stitution of less expensive for more expensive kinds of food (e.g. 
margarine in place of butter, dried eggs in place of shell eggs), 
while the total amounts, irrespective of quality, would not have 
declined to the same extent. 

4. The Cost of Living of the Working-Class 

The cost of living index published by the Ministry of Labour 
according to the official description, shows ‘the average percentage 
increase in the cost of maintaining unchanged the standard of living 

^ The only items excluded form a very small fraction of the total. 

® Cf. Sir John Boyd Orr, Food & the People (Target for To-morrow Series), pp. 21-3 
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prevailing in working-class families prior to August 1914.’ During 
recent years, this index has lost its representative character; in par- 
ticular, goods of which the prices are subsidized are over-weighted 
and goods which are subject to indirect taxation are very inade- 
quatdy represented (tobacco having a weight of only o*8 per cent 
and drink being completely excluded). During the war, attempts 
have been made, admittedly with incomplete data, to calculate a 
revised index of changes in the working-class cost of living, and the 
results are shown in line 2 of Table VI. 

A further estimate can now be made, using the price indices 
shown in Table III. The weights appUed to these indices were taken 
from the Ministry of Labour inquiry of 1937-38 into the family 
budgets of industrial workers,^ but in the cases of drink, tobacco 
and coal the family budget data* were not acceptable, and figures 
derived from an independent source were substituted. The weights 
used (in percentages) were as follows: 

Food .. 39*0 Fuel &: Light 6-6 Rent .. 12-4 Household 

Dnnk 3-5 Clothing .. 9-3 Services .. 11 *8 goods 0-7 

Tobacco 5T Travel 2*6 Furniture .. 2*6 Other goods 6*4 

Total . . 100*0 

The results of applying these weights to the price indices shown 
in Table III (the price index for beer was used for all drink) arc given 
in line 3 of Table VL Lines 4 and 6 in this Table show the effects 
on the general market price index of different systems of weighting, 
which were discussed above, while lines i to 3 show different 
estimates of the cost of living of the working-class. 

The earlier estimate of the cost of living of wage earners agrees 
very closely with the revised estimate, while tlie Ministry of Labour 
index is seen to be much lower than either. The differences between 
the revised estimate for wage earners (line 3) and the most com- 
parable general market price index (line 4} arc also relatively small. 
This is partly, of course, because the price indices for the main 
groups were the same in both cases, but the results show that, 
altliough the distribution of working-class expenditure is known 

* Ministry of Labour Gazette, December, 1940. 

* The following is the distribution of expenditure, excluding contributions to national 
insurance, shown in the Ministry of Labour family budgets (industrial workers) : 

Food .. 40*7 Fuel & Light 7*7 Rent .. 12*9 Household 

Drink . . 0*9 Clothing . . 9*8 Services . . 12*3 goods 0*8 

Tobacco . . 3*0 Travel . . 2*7 Furniture . . ?*7 Other goods 6*5 


Total , . 100*0 
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TABLE VI 

INDEX NUMBERS OP THE COST OP UVING (1938 «= 100) 



m9 

mo 

1941 


ms 

mi 

1. Ministry of Labour Index 

2 . V/age camcK* index 

101 

118 

128 

128 

128 

129 

(earlier estimate) 

3. Wage earners’ index 

(present estimate, 1938 


120 

133 

140-145 

145-150 


weights) 

General Market Price Indices: 

102*5 

119*7 

134*9 

143*2 

147*9 

150*1 

4. 1938 weights 

102*3 

119*8 

136*1 

146*7 

151*9 

154*2 

5. Weights in later years 

102*3 

119*7 

134*4 

143*8 

150*1 

152*3 

6 . Average weights 

102*3 

119*8 

135*3 

145*4 

15M 

153*4 


to be very different from that of the whole community, the dif- 
ference docs not appear to have much effbet on the final index. 

The evidence suggests that the White Paper index does not differ 
significantly from the best available estimate of changes in the cost 
of living of wage earners. And, since this is a general index, if it 
applies to one section of the community as a whole, it must also 
apply to the remainder as a whole. It will be assumed, therefore, 
that for the purpose of estimating changes in real income the index 
of general market prices, shown in line 6 of Table VI, can be applied 
to the incomes both of wage earners and of non-wage earners.^ 

None of these price indices makes any allowance for the effects of 
rationing and shortages in reducing the consumer's freedom of 
choice.^ It is not possible to obtain accurate estimates of the effects 
of rationing, but the reader should bear in mind that, if this factor 
were taken into account, the indices of real income would be lower, 
and the estimates of the war burden higher, than are shown below. 

5 . Subsidies and the Cost of Living 

Further light on the problem of the cost of living index is pro- 
vided by information which has been published, showing the effects 
of subsidies on the prices of foodstuffs.^ Table VII shows the market 
prices of the main foods which are subsidized and estimates of what 
tlie prices would become if subsidies were removed. Detailed 
information has been provided for two dates, February, 1944 and 
June, 1945^ 

^ Strictly speaking, the uicomes of non- wage earners should be deflated by an index which 
includes the prices of investment goods. But since savings arc not a very large proportion 
of income, and since the increases in the prices of investment goods during the war have not 
been very different from those of retail prices, this point can be neglected. 

* For a discussion of this problem, sec page 159. 

® See the statements in Parliament given by the Financial Secretary to the Treasury, 
February 2, 1944, and by the Minister of Food, June 1 , 1945. 
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TABLE vn 


IPOOD WUC3BS WITH AND WITHOUT SUBSIDIES 



February t iga 

June, 

ms 


Market 

Price with-' 

Market 

Price withr> 


Price 

out Subsidy 

Price 

out Subsidy 


$. d. 

s, d. 

s. d. 

s. d. 

Bread, per 4 Ib. 

9 

1 2 

9 

1 1 

Flour, per 6 lb. 

.. 1 2f 

1 H 

1 3 

1 9i 

Meat, home-killed, per lb. 

.. 1 If 

1 5 

1 Oi 

1 

Meat, imported, per lb. 

8| 


t 

t 

Potatoes, per 7 lb. 

6i 

lot 

7 

lOf 

Eggs (large), per doz 

.. 2 0 

3 9J 

2 0 

3 6i 

Eggs (small), per doz 

.. 19 

3 6J 

1 9 

3 3i 

Sugar (domestic) per lb. 

Mnk, per quart 

4 

9 

54 

4 

9 

6 

10 

Cheese, per lb. . . 

.. 1 1 

1 H 

1 1 

1 4 

Bacon, per lb 

. 1 lOi 

1 11 

1 lOJ 

1 11 

Tea, per lb. 

.. 2 10 

3 0* 

2 10 

3 0 


* Inferred from the amount of the subsidy. 

t Ratio of iinsubsidi 2 ed to subsidized price assumed the same as in February, 1944. 


It is interesting to estimate what the Ministry of Labour Index of 
Food Prices would be, firstly, if there were no subsidies, and, 
secondly, if subsidies were spread evenly over all foodstuffs. The 
results are shown below, for three dates for which the data are 
available.^ The unsubsidized index is calculated from the data in 
Table VII, using the same weights as die Ministry of Labour. The 
corrected index at market prices, assuming even distribution of 
subsidies, can then be calculated from the unsubsidized index, and 
the amount spent on subsidies in relation to the total expenditure 
on food. Thus, for February 1944, the amount spent on food 
subsidies was 15*3 per cent of the total expenditure on food and 
I5i’5 T- 1 *153 =~ 13 1*4. The error, found by comparing the oifficial 
index with the corrected index, shows die extent to which the 
applicadon of subsidies is biased in favour of items which are 
included, or overweighted, in the index. The error is seen to be 
considerable, amounting to between 8 and 10 per cent. 


Expenditure on Food Subsidies 
Per cent of 
Amount Total Food 
Expenditure 

October, 1942 . , £127 mm. 9*6 

February, 1944. . £206 mm. 15-3 

June, 1945 £225 mm, 16*8 


Ministry of Labour Food lndex(ig^S ^ i oo) 


Actual 

UnsubsL 

dized 

Corrected 

Error 
per cent 

115 3 

138-8 

126-6 

9*8 

119*6 

151-5 

131-4 

9-9 

121-0 

152-5 

130*6 

7-9 


^ The calculadoii for October, 1942, is based on the statement made by Mr. E. Bevin 
in the House of Commons, October 15, 1942, that the cost of items included in the cost of 
living index, in respect of which subsidies are being paid by the Ministry of Food, were to 
increase by amounts equivalent to those subsidies, the cost of living index would be increased 
by about 20 points, or 10 per cent over its present level.* 
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It must be remembered that the correction applied here does not 
allow for various foods (such as cakes, fhiit and vegetables) which 
are not represented in the index and which have increased con- 
siderably in price. 

No doubt the distribution of subsidies is designed to favour the 
lower income groups, and in tliis sense is progressive. On the other 
hand, the incidence of indirect taxes, wliich are known to fall most 
heavily on low incomes, is regressive and the yield of indirect 
taxes has increased much more than the amount spent on subsidies. 
It should not be assumed, tlierefore, that the increase in the cost of 
living in recent years has been less for low income groups than for 
others. 

In tlie case of food, surveys in Oxford which have been conducted 
since 1941, show the following changes^ in the minimum cost of a 
‘human needs’ diet (taking the average figure for April and Novem- 
ber each year, with 1938 as 100). 

Index of Cost of * Human Needs* Diet 

^944 

100 129 131 136 140 

It is seen that the increase in cost up to 1943 and 1944 is not less 
than that of the index of general food prices, shown in Table IIL 

6. The Distribution of the War Burden 

Wc proceed, on the basis of the official estimates of the national 
income of the United ICingdom, given in the White Paper (Cmd. 
6623), to estimate the changes between 1938 and 1944 in the net 
incomes of wage earners and of non-wage earners, and then to 
estimate the financial ‘war burden’ which has fallen on each of these 
classes. The results differ from those obtained previously because 
some of the earlier estimates have since been superseded, and on 
certain points, noted below, the procedure has been changed. A 
prefatory warning is given that all estimates of national income, and 
resulting calculations, are bound to be approximate and sometimes 
even tentative in character, Wc arc not, however, usually interested 
in the exact figures, but in making general comparisons, or revealing 
the trend over a number of years; and, for tliesc purposes, the data 
are probably accurate enough,* 

1 Cf. page 275. 

* The present analysis is based, almost entirely, on the official estimates prepared in the 
Central Statistical Office. No doubt it might be possible to improve on these estimates 
and, for particular purposes, it might be appropnate to use a definition of national income 
which is difierent from that adopted in the White Paper. In order to estimate changes in 



Employment and Nati0fml Income during the War iiy 

Estimates are required of the net money income which remains 
after deducting direct taxes on current income. The net income of 
wage earners is obtained by deducting income tax payments and 
contributions to insurance, which are a form of direct taxation, 
jGrom total wages. For insurance contributions, it is convenient to 
use the figures given in the Wliitc Paper (Table 27) which include 
voluntary as well as compulsory contributions. Although voluntary 
contributions should, strictly speaking, be excluded, the effect on the 
final results would be negligible. We deduct income tax payments 
on wages, not the tax liabilities, the difference having effectively 
disappeared on the introduction of ‘pay-as-you-carn*. Table VIIl 
shows the estimates of total wages (line i), direct tax payments 
(hues 2 and 3) and money wages, net of direct taxes (line 4). Net 
money wages are also expressed in the form of index numbers 
(line 5) and after deflating by the index of general market prices 
(Table VI, line 6), an index is obtained showing changes in the real 
net income of wage earners (line 6). 

As die present analysis is concerned with incomes derived from 
industry, the pay and allowance of members of the Forces and 
auxiliary services arc excluded, and non-wage incomes (line 7) 
cover profits (including undistributed profits), interest, rent and 
salaries (including caniings of shop assistants). To obtain direct 
tax liabilities on noii-wagc incomes, it is necessary to deduct, from 
the total of direct tax liabilities on current income (Hne 8), die direct 
tax payments of wage earners (line 9, equal to the sum of lines 2 
and 3) and income tax on the pay of Forces and auxihary services, 
which can only be very roughly estimated (line 10). Death duties 
and stamps on the transfer of property, which cannot properly be 
considered a charge on current income, are excluded. Total non- 
wage incomes net of direct taxes (line it ; equal to line 7, less line 8, 
plus lines 9 and 10) are then expressed as index numbers (line 12), 
wliich are deflated by the index of general market prices in order 
to obtain an index of the real net income of non-wage earners 
(line 13). 

It has been customary to regard interest on die national debt as a 
transfer payment and not as part of the net national income. In 
carher studies this point of view was accepted and income tax 
payable in respect of diis interest was accordingly deducted from the 
direct tax liabilities on non-wage incomes. It appears to be more 

investment, for instance, an adjustment would be necessary for the valuation of stocks. But 
Cor problems connected with the distribution of the national income, this adjustment does not 
seem to be necessary. C£ pages 99-100. 

P 
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logical, however, and more consistent with the treatment of other 
types of interest to regard interest on the national debt as negative 
Government income, and as part of the income of holden of the 
national debt.^ In this way, the arbitrary distinction, implicit in 
the former method, between so-called productive and unproductive 
loans is avoided. The present analysis, therefore, does not include 
(he adjustment which was previously made. 

It remains to estimate the financial war burden on wage earners 
and others. The conventional method of assessing the cost of the 
war in terms of the total amounts paid in direct and indirect taxa- 
tion suffers, on both theoretical and practical grounds, from a number 
of objections. On the one hand, there are serious pitfalls in estimat- 
ing the division of indirect taxes between different income groups; 
and, on the other hand, the sum of direct and indirect taxes docs not 
(necessarily) represent the whole of the war burden. The mediod 
which will be used here, and which avoids these difficulties by making 
use of a broader concept, was suggested by Mr. Kalecki. 

In normal conditions, if tlicre are no great changes in the relative 
importance of different industries, we should expect the real income, 
both of wage earners and of non-wage earners, to vary approximately 
in proportion to changes in the volume of wage-labour in employ- 
ment, adjusted for changes in productivity. For the share of wages 
in the national income has remained fairly stable over a long period, 
and it may be assumed that, before tlie war, industry was working 
under more or less constant returns.® In tliis way, we can estimate 
an index of potential real income, showing the increase in real 
income which might reasonably have been expected under peace- 
time conditions. If we then compare this with the actual changes 
in real income of the two classes, the difference, expressed as a per- 
centage of the index of potential real income, may be regarded as 
measuring the financial sacrifice imposed by the war.® 

An estimate has already been given of changes in the volume of 
employmait (Table I, fine 8), the index referring to insured labour, 
which is taken as synonymous with wage-labour (see pp. 205-6). 
The results of the censuses of production in 1924 and 1935 provide 
some idea of the normal rate of increase in productivity under peace- 
time conditions. Among the industries included in the censuses, 

^ C£ T, Bania, Redistribution of Incomes through Public Finance^ pp, 32~4. The total net 
national income is uiiafTectcd by the change in treatment. 

® Even if this assumption were incorrect, the proportionate distribution of the total net 
output could scarcely be affected. 

* A fuller explanation of the method is given below, page 221. 
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average net output per manual operative inaeased by about 35 per 
cent during these ii ycars.^ Average weekly hours of work in- 
creased, in the same period, by 4| per cent, so that productivity (net 
output per man-hour) increased by about 29 per cent, or at an 
average rate of 2*3 per cent per annum. The industries covered by 
the censuses provided less than half of the national income and in 
other industries and services changes in productivity would probably 
have been much less. For industry as a whole, it seems reasoTiablc 
to assume a normal rate of increase in productivity of 1 1 per cent per 
annum. 

When the index of the volume of employment is adjusted to 
allow for a steady increase in productivity, at this assumed rate, an 
index of potential real income is obtained (Table VIII, line 14). By 
comparing this index with die indices of real net income (lines 6 and 
13), estimates are obtained of the financial war burden, expressed as 
percentages of potential real income (lines 15 and 16). Since these 
estimates are very approximate and the concept of a financial war 
burden is, to some extent, conjectural, the results need to be inter- 
preted with caution. There is evidence, however, that the burden 
on wage earners, relative to the burden on non-wage earners, 
remained fairly constant, in the ratio of about 2:5, tliroughout the 
war. If the effects of rationing had been included^ both sets of 
estimates would be raised and the burden on wage earners, relative 
to non-wage earners, would also be increased. The financial burden 
of the war apparently reached its highest level in 1942 or 1943. 


^ A. L. Bowley, Studies in the National Income, p. 146, 


^ Sec page 159. 



MEASURING THE COST OF THE WAR 
by M. Kalecki 

From Bulletin, Vol. 4, No. i (January 10, 1942) 

T he question 'Who pays for the war?’ is frequently answered 
by the compilation of direct taxes paid by various classes of the 
population. And in tliis way the rather biased result is arrived at 
that the poor do not pay for the war at all because they are not 
subject to income tax. Any serious attempt, however, to answer 
this question concerning the financial war burden on various classes 
should obviously take account of indirect taxation also. This cal- 
culation is, however, very difficult, because of the lack of reliable 
statistical data on consumption by the poor and the rich of drink 
and tobacco, wliich are the most important items of indirect taxa- 
tion. Indeed, the sources of information of the shares of various 
income groups in the consumption of particular commodities are 
family budgets, in which the items of drink and tobacco are known 
to be understated. But apart from this teclmical difficulty there is 
a general objection against measuring the war burden by tax pay- 
ments, even if indirect taxation is accounted for. 

The payment for war is not hmited to the payment of taxes. 
A good example of this is the repercussions of sinkings of cargoes 
by the enemy. The loss is covered by insurance, the cost of wliich 
is added to the price of imports. The resulting higher price paid for 
consumption goods surely means paying for the war. Another 
important example is a rise in prices disproportionately with costs, 
owing to the scarcity of goods. Assume that die extra profits arising 
in tins way are taxed away. Although technically paid by producers 
or merchants, these taxes, in fact, are a charge on the consumer. 

These and similar difficulties may be avoided if we introduce 
a broader concept of paying for the war. Imagine that it is possible 
to estimate approximately how the real income of a certain class 
of the population would change if employment had risen as it 
actually has during the war and there were no war-time abnormal- 
ities. We can dicn calculate that the potential real income of this 
class — i.e. die real income they would get at the present level of 
economic activity in normal conditions — ^is higher by « per cent 
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than in the year preceding the war. Further, we calculate by how 
much their actual real income is reduced. If we denote this latter 
percentage by die potential real income is lOO + “ (taking the 
year preceding the war equal to loo) and the actual real income is 
loo — The discrepancy between dicse two items may then be 
taken as the amount paid for the war by the class of the population 
considered.^ 


1 The application of this method is illustrated on pp. 216-20. 



EARNINGS AND HOURS OF LABOUR, 

1938-1945 

by J, L. Nicholson 

From Bulletin, Vol. 8, No. 5 (May 1946) 

T he present article contains a summary of the changes in earn- 
ings and hours of labour between 1938 and 1945, and a discussion 
of die different factors responsible for these changes. Earnings 
inquiries have been conducted by the Ministry of Labour at six- 
monthly intervals since July 1941, and in October 1938 and July 
1940, These inquiries cover the main industries engaged in mining 
(except coal mining), manufacturing, building and pubUc utilities, 
which will be referred to as the Principal Industries. They do not 
include agriculture, coal mining, railways, the shipping service, 
port transport, the distributive trades, catering, or domestic and 
other services. Information is available, however, about die earnitigs 
of coal miners and railway workers since before the war, as well 
as of dock labourers since 1942. Data on working hours were 
collected in October 1938, July 1943, in subsequent inquiries, but 
not at the intermediate dates. 

The average weekly wages i)f men, boys (under 21), women, girls 
(under 18) and of all workers together, in the industries covered by 
the Ministry of Labour inquiries, arc shown below, for the three 
dates: October 1938, July 1944, when the peak level was reached, 
and July 1945. These averages were obtained by weighting the 
different industries according to the numbers currently employed 
at the respective dates. It should be remembered that the figures 
relate to actual earnings in a given week, including any extra pay- 
ments for overtime, Sunday or night work, as well as earnings on 
piece work, and must be distinguished from toage rates, which are 
based on a full ordinary week’s work and do not include any of these 
additional payments. 

TABLE I 


Average Weekly Earnings m the Principal Industries 



Men 

Boys 

Women 

Girls 

All 


s. d. 

s. 4, 

s. d. 

s. d. 

s, d. 

October 1938 . 

. 69 0 

26 1 

32 6 

18 6 

53 3 

July 1944 . 

. 124 4 

47 4 

64 3 

34 11 

% 8 

July 1945 . 

. 121 4 

45 6 

63 2 

35 1 

96 1 


22 ? 
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Part-time women workers (those employed for not more than 
30 hours a week), whose average weekly earnings in July 1945 were 
315. 4^., are included, throughout this survey, on the basis of two 
part-time workers representing one full-time worker. 

Index numbers of average earnings, for all the dates at which 
inquiries have been held since October 1938, are shown in Table 11 . 
The first set of figures was obtained by applying weights propor- 
tionate to the numbers in the different industries, and in the four 
sex and age groups, in 1938. The figures in the second part of the 
table are based on the numbers currently employed at the respective 
dates, the index number for a particular date representing the ratio 
of the average earnings prevailing at that date to the average earn- 
ings in October 1938. 

For the sake of comparison, the Ministry of Labour index of wage 
rates in the same group of industries is also shown. If this index 
were extended to include the main industries not covered by the 
inquiries, namely agriculture, coal mining, railways and merchant 
shipping, it is stated that the figure for July 1945 would be raised to 

151. 

Average earnings in January in the building and contracting 
industries are affected by the fact that working hours arc shorter 
in winter than in summer. In order that the January figures should 
be more closely comparable with those at other dates, the index 
numbers were adjusted by assuming that average earnings of builders 
at each of the January inquiries were mid-way between the averages 
recorded at the July inquiries of the same and the preceding year; 
the unadjusted and adjusted figures have both been shown. 

From the second set of figures, it is evident that, except for girls, 
average earnings reached their peak in July 1944. Over the period 
from 1938 to 1945, the average earnings of women and girls are 
seen to have risen more than those of men and boys. Tliis is partly 
because, during the war, women have frequently taken over work 
which was formerly done by men, so that the proportionate 
numbers of women employed in different occupations witliin a 
given industry have probably changed considerably. The same may 
also be true of boys, whose average earnings, in die first few years 
of the war, increased faster than those of men, although the average 
age of boys in employment must have fallen, those in the older age 
groups being liable to conscription. 

Comparison of the two sets of figures shown in Table II shows 
the effects on average earnings of transferences from relatively low 
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TABLE II 


Index Numbers of Average Weekly Earnings in the Principal Industries 

Based on numbers employed in Index of 



Men 

Boys 

Women 

Girls 

All 

Wage rates 

October 1938 . . 

.. 100 

100 

100 

100 

100 

100 

July 1940 

126 

132i 

118 

118 

125 

llOi 

July 1941 

.. 140 

155i 

129 

1321 

139i 

118 

January 1942 (unadjusted) 

.. 140i 

156J 

134J 

140 

140| 

122 

January 1942 (bldrs. adj,) 

.. 144 

161i 

— . 

— 

144 

— 

July 1942 . . . . 

. . 1.53 

169 

151 

1.59 

154 

124 

January 1943 (unadjusted) 

.. 154 

165 

158i 

166 

155i 

126i 

January 1943 (bldrs. adj.) 

.. 156 

168 

160 

— 

157i 

— 

July 1943 

.. 164 

173 

167 

176 

165 

130 

January 1944 (unadjusted) 

. . 165 

172 

170i 

178i 

166J 

132 

January 1944 (bldrs, adj.) 

. . 166i 

173i 

171 

— 

167i 

— 

July 1944 

.. 169 

175 

174 

183 

1701 

135i 

January 1945 (unadjusted) 

.. 164 

165 

173 

178 

i6Si 

138i 

January 1945 (bldrs. adj.) 

. 165 

166 

174 

— 

mi 

— 

July 1945 

. . 169i 

172 

180 

00 

mi 

143 


Ba^ed on numbers currently employed 




Mtn 

Boys 

Women 

Girls 

All 


October 1938 . . 

.. m 

100 

100 

100 

100 


July 1940 

. 129-0 

134-5 

119-7 

120-7 

129 9 


July 1941 

.. 144*1 

160-7 

135-1 

135-1 

142-4 


January 1942 (unadjusted) 

. 147-8 

162-9 

146-2 

145-0 

146-0 


January 1942 (bldrs. adj.) 

.. 151-0 

167-6 

— 

— 

150-2 


July 1942 

. 161-5 

177-0 

166-7 

163-5 

159-9 


January 1943 (unadjusted) 

. 164-9 

172-8 

lBO-0 

173-4 

165-1 


January 1943 (bldrs. adj.) 

. . 167-0 

176-0 

181-8 

— 

167-6 


July 1943 

175-7 

180-8 

191-3 

182-9 

175-7 


January 1944 (unadjusted) 

. 179-2 

179-6 

l%-2 

185 1 

179-5 


Unuary 1944 (bldrs. adj.) 

180-6 

181-0 

l%-7 

— 

181-2 


July 1944 

180-2 

181-5 

197-7 

188-7 

181-5 


January 1945 (unadjusted) 

. 172-8 

169-0 

194-3 

182-0 

176-0 


January 1945 (bldrs. adj.) 

. 174-0 

170-4 

195-1 

— 

177-4 


July 1945 

. 175-8 

174-4 

194-4 

189-6 

180-4 



paid to relatively liigh paid industries, as well as, in the case of the 
averages for all workers, the effect of changes in the relative propor- 
tions of men, boys, women and girls.^ In the industries covered 
by the inquiries, the percentage numbers in these four sex and age 
groups, in October 1938, and in January and July 1945, were 
approximately as follows : 

Percentage Numbers Employed 



Men 

Boys 

Women 

Ghh 

October 1938 . . 

. , 61J 

12 

19? 

6J 

January 1945 

.. 60 

H 

27 

4i 

July 1945 

.. 61 


26i 

H 


The proportion of women employed in these industries has in- 

^ Writing No and for the relative numbers (i7No— 1) and W^ and for wages 
at the two dates, the formulae are respectively: 

iTNcWi XNaW, 

and 

ZNoWo i:NoWo 

The ratio of the latter to the former is 1-f N©) W, which depends on the correlation 

between changes in numbers and the level of earnings at the later date. 
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creased and the proportions of boys and girls have declined; the 
proportion of men, on the other hand, Im remained surprisingly 
stable. 

With the help of these figures, we can separate the effects, on the 
average earnings of all workers, of relative changes in sex and age 
groups from those of transferences between different industries. 
The results are given in Table III. 

The fact that the proportion of women increased during the war, 
while the proportion of men dechned, caused a reduction in the 
average earnings of all workers combined, which was only partly 
counterbalanced by the fall in the proportions of boys arvd girls. 
At the last two dates, however, the net effect of changes in the pro- 
portions in these four groups, partly because the proportion of men 
began to increase and that of women to decline, has been to raise 
the general level of earnings.^ 

The effects of changes between industries on the average earnings 
of men and women apparently reached a miiximum in January 
1944, since when the movement has been reversed in the direction 
of industries where wages are relatively low. The effects of such 
transferences have been greatest in the case of women, mainly, no 
doubt, because new entrants have been attracted to tlic more liighly 
paid industries, and least in tlie cases of boys and girls. 

TABLE ui 

Effects of Different Factors on Average Earnings m the Principal Industries 

All Workers 


Changes between Industries. Changes in Sex- Misc, 

Men Boys Women Girls All age Croups Hours Factors 
Percentage Increase or Ekcrca^e ( — ) in Earnings 1 


July 1940 .. 

.. 2i 


H 

2i 

2i 

4-1*5 


13*4 


July 1941 , , 

.. 3 



2 

3 

—0*9 


18*1 


Jan. 1942 . . 

.. 5 

4 


3i 


—1 '6 


18*6 


July 1942 . . 

.. 5i 

H 

lOi 

3 

6 

—1*9 


24*0 


Jan. 1943 . . 

.. 7 

5 

13i 


7i 

— 1'3 


24*7 


July 1943 . . 

. 7 


14i 

4 

7r 

—1*3 

7*0 


18*8 

Jan. 1944 . . 

.. 8i 

4i 

15 

3J 

9t 

—1*0 

5*9 


20*1 

July 1944 .. 

.. 6i 

3i 

13J 

3 

m 

-4)‘5 

4*5 


20*6 

Jan. 1945 . . 

.. 5i 

2i 

12* 

2 


4-0*4 

1-7 


18*4 

July 1945 .. 

.. 3i 

1 

8 

1 

4t 

+ 1*2 

1*9 


17-6 


* Of whidi 0*5 per cent was due to differences in hours- 
t Of which 0*9 per cent was due to differences in hours, 
j Entirely due to differences in earnings. 


Average hours of work in the principal industries in October 193 8, 
and the percentage changes since that date, are shown in Table IV, 

^ The contrary statement, which appears in The Mmistry of Labour Gazette for February 
1946, is not home out by the results of our calculations. 
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Tke figures rekte to the average number of hours actually worked 
and exclude, for instance, recognized intervals for meals. 
information is not available for any date between October 1938 
and July 1943, but it is known that in some cases working hours 
were reduced before the latter date. The effect of the seasonal 
factor in the building and contracting industries has ag ain been 
chminated, so far as possible, by recalculating the percentages on 
the assumption that average hours in building, at each of the January 
inquiries, were mid-way between the averages at the two adjoining 
dates. The percentage changes in the average hours of all workers 
arc shown, weighted according to die relative numbers in different 
industries, and in different age and sex groups, in 1938, and also 
according to die relative numbers currently employed. From July 
1944 onwards, the difference between the results obtained firom the 
two methods of weighting was negligible. 

TABLE IV 


Average Weekly Hours of Work in the Principal Industries 



Men 

Youths 

Women 

Girls 

All 

All 



Current Weights 


193$ Wts^ 

October 1938 

. . 47-7 

46-2 

43*5 

44*6 

46*5 

— 


Percentage Increase or Decrease ( — ) since October ip 

July 1943 

10*9 

3*9 

5*5 

M 

7-5 

7*0 

Jail. 1944 (unadjusted) 

9.0 

1*9 

3*9 

0 

5-8 

4*8 

Jan. 1944 (bldrs. adj.) 

. . 10-1 

2-6 

4*6 

— 

6*8 

59 

July 1944 

7*3 

M 

2-5 

—0-9 

4*5 


Jan. 1945 (unadjusted) 

3'6 

—2-2 

-+•9 

—3*6 

M 

— 

Jan. 1945 (bldrs. adj.) 

4-4 

—1-7 

—07 

— 

17 

— 

July 1945 

4-2 

— 1-3 

—05 

—2-5 

1-9 

— 


of the various factors which have been responsible for the increase 
in the average weekly earnings of all workers in the principal 
industries, it has thus been possible to obtain separate estimates for 
the following, die percentage changes between October 1938 and 
January 1944 being shovm for the sake of illustration: 

Changes betu^cen 
October igjdand 


Effect on Average Weekly Earnings of: January 1^44 

(i) Wage rates . . +32% 

(ii) Changes in numbers employed in different industries : 

(fl) owing to differences in hours .. .. .* +0'9”4 

(fc) owing to differences in earnings . . . . +H% 

(iii) Changes in hours of work in given industries +5*9% 

(iv) Changes in relative numbers of men, women, boys and girls , . — 1*0% 

(v) All remaining factors, including extra payments for overtime and 
night work, changes between different occupations within each 
industry and changes in age structure within the four sex and age 

groups (estimated as a residual) * +20*1% 


Index of average eaniings of all workers (October 1938 =^100); 

132 X 1*009 X 1-OB X +059 X *99 X 1*201 ==181*2 (approx.). 
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The esdniated effects of each of these factors, for all dates for 
which the relevant information is available, are shown in Table III. 
The relative importance of the different factors on the average earn- 
ings of all worKers is also shown, in pictorial form, in Diagram A. 
The logarithmic scale has here been used, so that equal vertical 
distances represent equal percentage changes. The width of any 
band corresponds to the relative strength of the particular factor 
and the vertical summation of all the bands (allowing for the effect 
of changes in sex and age groups being negative over a large part of 
the period) represents the increase in average earnings. Before 
July 1943, h is not possible to separate the effect of increases in hours 
from that of miscellaneous factors. 

It can be seen that, wliile wage rates have shown a steady increase, 
at an average rate of about 5^ per cent per annum, the influence of 
transferences between different industries began to fall during 1944> 
hours have been reduced almost to their pre-war level, and the 
effects of residual factors has also begun to decline. As industries 


DIAGRAM A.— ANALYSIS OF INCREASE IN EARNINGS 
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return to more normal conditions, and overtime working, for 
example, becomes less common, some of these tendencies can be 
expected to continue beyond July 1945. The effects of changes 
in the relative importance of difFerent industries would, however, 
remain if a wage policy were adopted which was designed to attract 
labour into the expanding industries. The increase in wage rates 
will probably continue, but the declining importance of other factors 
can be seen from the fact that in January 1944, when earnings had 
reached a peak level, dianges in all factors other than wage rates 
were responsible for raising the average level of earnings by as much 
as 37 per cent, while in July 1945 they were responsible for raising 
the average level by about 26 per cent. 

Table V contains information about weekly and hourly earnings 
of men (21 and over) and women (18 and over) in the sixteen 
groups of industries covered by the Ministry of Labour inquiries. 
Up to July 1943, the greatest increases in men’s earnings were in 
engineering, miscellaneous manufacturing industries and govern- 
ment industrial establishments; the smallest increases were in paper 
and printing, which had relatively high earnings in 1938, and in 
transport, building and public utihties. Since tlien, weekly earnings 
of men in Government establishments have fallen, owing to a 
reduction in hours, wliile textile workers and brick makers, whose 
earnings were relatively low in 1938, have experienced some im- 
provement. 

When the difFerent groups of itidustrics are arranged in order, 
according to the level of men’s hourly earnings, their relative posi- 
tions show comparatively little change. The relative positions of 
men engaged in the treatment ofnon-metaUiferous mine and quarry 
products, in the brick, pottery and glass industries, and in miscel- 
laneous manufacturing, have improved, while the relative positions 
of builders and transport workers have declined, but the positions of 
the remaining eleven groups have shown little or no change. 

The order of the different groups of industries, when arranged 
according to the level of women’s hourly earnings, shows greater 
changes. Women engaged on non-metalliferous products, in 
engineering and in miscellaneous manufacturing industries have 
improved their relative positions, wliilc the relative positions of 
those engaged in tlic leather, clotliing and paper industries, and in 
public utility services, have declined. 

In nearly all groups of industries, the percentage of women’s 
to men’s hourly earnings is seen to have risen. For all the industries 
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combined, this percentage has risen from about 52 in October 1938 
to about 60 in July 1945. This is partly explained by the fact that 
women have been taking over work which was formerly done by 
men (cf. above, p. 148), but the same tendency has also been 
observed over longer periods. The average earnings of all females 
in 1906, for example, was 43 per cent of the average of all males 
and by 1924 the proportion had risen to 48 per cent.^ 

Apart from the industries which are included in the Ministry of 
Labour inquiries, the only data on earnings which are available 
relate to coal miners and railway and dock workers. The data on 
coal miners’ wages, which are summarized in Table VI, cover all 
classes of workers, including juveniles, and the averages for 1938 
to X944 refer to the whole of each year, not to sample weeks, as in 
the Ministry of Labour inquiries. 

TABLE VI 


Average Wages in Coal Mining in Great Britain^ 



Av. Uamings 

Index of Av, 

Average 

Index oj 


per Man-shifi 

5. d. 

earnings per 
Man-shift 

Weekly 
earnings 
s. d. 

Average 
weekly Earnings 

193B . . 

.. 11 8-02 

100 

57 11 

100 

1939 .. 

.. 11 11-99 

102-8 

61 9 

106-6 

1940 .. 

. . 13 6-05 

115-7 

71 2 

122-9 

1941 . . 

.. 15 5-11 

132-2 

82 9 

142-8 

1942 .. 

. . 18 0-18 

154-4 

96 2 

166*0 

1943 . . 

. . 19 8-54 

168-9 

103 3 

178-3 

1944 . . 

. . 22 4-75 

191-9 

113 0 

195-0 

1945* (1st half) 

.. 23 9 

203-6 

118 5 

204-5 

(3rd qtr.) 

.. 24 6 

210-0 

110 10 

191-4 


^ All the figures include the value of allowances in kind. 
* Provisional. 


During the war, average weekly earnings of coal miners have risen 
more than those of most other workers, so diat, whereas in 1938 the 
average weekly earnings of miners were less tlian those of any of the 
groups, with die exception of tcxdlcs, shown in Table V, by 1945 
they were not far below die average level of men’s earnings in these 
other industries. 

The average earnings of railways workers, at all the recent dates 
for wliich information is available, arc shown in Table VII, the 
figures in each case relating to one week in March. In calculating 
the averages, all workers receiving adult rates of pay were classified 
as men or women, and those paid at junior rates were classified as 

^ Tliesc averages relate to a normal working week C£ A. L. Bowlcy, Wages and fneotne 
in the U.K since t$ 60 t p. 16. 
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boys or girk. This, and the effects of recruitment to the Forces, must 
have caused a lowering of the average age of boys classified as such, 
and would thus provide a partial explanation for the increase in 
boy‘s earnings being less than tlie increase in men’s earnings. 

TABLE Vn 


Aiferage Weekly Earnings in the Railway Service 




Men 

Boys 

Women 

Girls 

Men 

Boys 



s. d. 

s. d. 

5 . d. 

s, d. 

Index Numbers 







(Mar, 1939 

^10O) 

March 1939 . . 


.. 68 9 

28 10 

— 

— 

100 

100 

March 1942 . . 


.. 96 2 

35 10 

63 1 

40 2 

140 

124 

March 1943 , . 


. . 105 4 

38 6 

74 2 

47 5 

153 

133J 

March 1944 . . 


.. 114 0 

40 4 

79 8 

50 2 

166 

140 

March 1945 . . 


.. 11610 

42 3 

82 8 

48 8 

170 

147 


The average Avcekly carniiigs of women railway workers were 
66 per cent of men’s average earnings in March 1939 and 71 per 
cent in March 1945, ^ niuch liighcr proportion than in most other 
industries. The corresponding figures for all the industries included 
in the Ministry of Labour inquiries were 47 per cent in October 
1938, and 52 per cent in July 1945. 

The average weekly eamings of all classes of dock labourers, 
during three months of each year from 1942 to 1945 were as follows: 



5 . d. 

July-September 1942 

127 6 

.. „ 1943 

153 10 

» » 1944 

161 8 

» 1945 

136 7 


The averages recorded for the last three years compare favourably 
with the average earnings of engineers (cf. Table V). No comparable 
figures arc available for any pre-war date, but the position of dockers, 
relative to workers in other industries, has certainly improved. 

It is noticeable, in fact, that the greatest increases in wages have 
been in industries, such as coal mining and agriculture, where the 
level of wages in 1938 was relatively low; and these industries 
played, of course, a particularly important part in the war effort. 

To complete this survey, a rough estimate may be made of the 
average increase in earnings for the industries included in the 
Ministry of Labour inquiries, combined with agriculture, coal 
mining and railways. For agriculture, figures of earnings are not 
available, but Professor Bowley*s index of wage rates shows an 
increase of 103 per cent between 1938 and July 1945. The average 
wage rate of dock labourers in 1938 was 72s. and, assuming 

^ As shown by Professor Bowley’s Index of Wage Rates. 
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dbat at that time there were no extra payments, the increase in 
average earnings of dockers from 1938 to the third quarter of 1945 
would be 87I per cent* For coal mining, railways (men and boys) 
and the other industries, we use the figures quoted above* 

The average earnings of all workers in these industries, when 
weighted by the relative numbers employed in 1938, are estimated 
to have risen by about 75 per cent between X938 and July 1945, 
and by about 83 per cent over the same period when weighted by 
the relative numbers currently employed at the respective dates* 
These estimates do not include distribution, domestic service and 
certain other industries, in wliich the increase in earnings has 
probably been less. But assuming that the estimated increase in 
earnings is representative of all wage earners, and using the data 
contained in the latest White Paper on the National Income 
(Cmd. 6784) concerning the change in the level of retail prices, 
and the proportion of wages taken by income tax and national 
insurance contributions, we obtain the following estimates of changes 
in money and real wages, before and after direct taxation. 

Percentage change igjS to ig^s 


Average money wages, before taxation . , . . -f ^3% 

Average real wages, before taxation +19% 

Average money wages, after direct taxation . . . +69% 

Average real wages, after direct taxation . . . . +10% 


There has apparently been some increase, therefore, in average 
real wages, after allowing for direct taxation, during the war; these 
estimates do not, of course, take account of the effects of rationing 
in reducing the consumer’s freedom of choice.^ 

* cf. Rationing and Index Numbers, page 159, 



THE DISTRIBUTION OF INCOMES 
hy J. L. Nicholson 

From Buuetin, Vol. 6, No. 2 (February 5, 1944) 

I. The Distribution of Private Income in 1940-41 and 1941-42 

T FIE data which arc available on the distribution of incomes in 
tliis country arc, in several respects, incomplete. The White 
Paper on War Finance (Cmd. 6438) gives estimates, relating to the 
financial years 1940-41 and 1941-42, of the total private income, be- 
fore and after direct taxation, in broad income ranges. The number 
of incomes is given for the ranges above ^^250 per annum, but not 
for the large group of incomes under ^^250. Also, the incomes of 
husband and wife are reckoned as one, so that the figures do not 
refer exactly to the number of income recipients; nor do we have 
the distribution of incomes per family. If all individual incomes 
were reckoned separately, and those of wives counted apart from 
dieir husbands, the number of incomes in the lowest group w^'otild 
be substantially increased, while the aggregate income in this group 
would be only shghtly increased.^ On the odier hand, the incomes of 
juveniles are included on a par with those of adults and it might be 
held that their incomes arc not strictly comparable. 

It is further stated that ‘The whole of transfer payments other than 
National Debt interest has been included in the incomes below 
If transfer incomes arc to be included, tliis is a reasonable 
assumption to make, so long as it is remembered that, in effect, 
transfer payments are then included twice in the total of incomes 
before taxation. 

Working on the basis of the figures given in the White Paper, an 
estimate requires to be made of the total number of incomes, 
and hence of the number of incomes under 250 p.a. The total 
number of persons, aged 14 to 64, who were gainfully employed 
in September 1943 was given by Mr. E. Bevin as 22-75 million, 
including 700,000 part-time women; he also stated that i million 
men and women over 65 were in full-time paid employment in 

^ Through the transfer of some incomes at present included, together with husbands* 
incomes, in the higher ranges, 

« Cmd. 6438, p, 11. 
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the war effort.* This gives a total, excluding those over 65 who were 
employed, but not in the war effort, of 23*75 niiUion. The number 
of married women in full-time gainful employment in April 1943 
was given as 2^ miUion.* The incomes of husband and wife being 
reckoned as one, wc must exclude married women, assuming their 
husbands are aU gainfully occupied, from the total number of 
employed persons. Women employed part-time (some of whom 
may be married) are also best excluded; tlieir incomes are included, 
but the amount is sufficiendy small to be ignored. The total number 
of incomes in 1943 may be estimated, therefore, at approximately 
20*5 million* and we shall assume the same number for the financial 
year 1941-42. For the previous year, when the number would 
have been shghdy less, we shall assume 20 million. These are quite 
rough estimates, which, however, do not affect most of the subse- 
quent analysis. They are probably too low, rather than too high, 
since a number of persons with transfer incomes are excluded, in 
addition to the categories already mentioned. 

The distribution of private incomes in 1940-41 and 1941-42, 
that is, of incomes received in these years, is shown in Table 1 . 
The terms gross and net income refer to incomes before and after 
direct taxation, at the rates current in each year. 

The effects of income tax and surtax are shown in the quite 
different distributions of gross and net income ; the changes between 
the two years being pardy the result of reductions in allowances 
and increases in the rates of income tax in July 1940 and April 
1941, and pardy the result of a general increase in the level of 
incomes. 

Unfortunately, it is not possible to compare these figures with 
those pubhshed for 1938-39 and 1941-42.* The carHcr statement 
referred to income tax assessments for each year, which are based 
pardy (under Schedules D and E) on incomes received in the 
previous year, and excluded a large part of incomes in the lowest 
ranges, as well as transfer payments. It is known, also, that some of 
the estimates have been considerably revised. 

It appears, from these figures, that the average gross income in 
the lowest grade, of incomes under f, 2 so p.a., was ^214 in 1940-41 

^ Statement in the House of Commons, September 23, 1943. 

* Statement by Mr. E. Bevin, April 30, 1943. 

* This figure excludes retired persons, some of whom arc included in the numbers shown 
in the White Paper. 

* Statement by Captain Crookshank in the House of Commoin, July 23, 1942. 
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TABLE I 

The Distribution of Private Income 


Range of Gross 

Number of 

Aggregate Gross 

Aigtegaie Net 

Income 

Incomes 

Income 

Income 

£p.a. 

ooo*s 

per cent 

£mn. 

per cent 

£ mn. per cent 


194(M1 





Under 250 

15,580 

77-9 

3,328 

57*5 

3.302 

^3' 7 

250-500 

3,295 


1,069 

i^S 

984 

t9'0 

500-1,000 

770 

r 9 

516 

3-9 

411 

r 9 

1,000—2,000 

250 

12 

345 

6-0 

245 

4'7 

2,000-10,000 

97 

0-5 

360 

6‘Z 

197 

yS 

over 10.000 

8 

O' 04 

170 

2'9 

48 

0-9 

Total 

20,000 

100 

5,788 

100 

5,187 

100 



1941-42 





Under 250 

14,610 

11' 3 

3,398 

52-3 

3,307 

39-3 

250-^500 

4,450 

2 V 7 

1,490 

22-9 

1,276 

23'i 

500—1.000 

1,050 

yi 

685 

lO'S 

495 

yo 

1,000~>2,000 

285 

14 

400 

6'2 

245 

44 

2,000—10.000 

97 

0'5 

360 

ys 

170 

31 

over 10,0(X) 

8 

0'04 

170 

2-6 

35 

06 

Total 

20,500 

100 

6,503 

too 

5,528 

100 


and /^233 in 1941-42. It is unlikely that the averages in this grade 
were, in fact, as high as this, so that the total number of incomes, 
from wliich the number in tliis grade is derived, has probably been 
under-estimated, as mentioned above. Both for this reason and 
because the numbers do not include married women, the degree 
of inequality in the distribution of incomes, according to the number 
of persons, would be greater than the table indicates. It is important, 
also, to remember that no information is available regarding the 
distribution of quite a large portion of private income, such as 
undistributed profits; and that, if this income were allocated to 
the persons to whom it belongs, the inequality in the distribution 
of incomes would be rather greater than tlie available figures 
suggest. 

From the data in Table I, we can obtain approximate estimates 
of the additional yield in taxation which would result from limiting 
the maximum level of income. For a typical family, say a married 
couple vdth two children, a gross earned income of J^2,ooo corre- 
sponds to a net income of about ^1,200. For larger families, or 
famihes having some investment income, a gross income of /^2,ooo 
would correspond with a somewhat smaller net income, but at 
these levels of income the variations in allowances are comparatively 
unimportant. In 1941-42, the number of incomes above ^2^000 
gross was 105,000 and the corresponding aggregate net income was 



The Distribution of Incomes 237 

£20$ million. Thus, if gross incomes were limited to £z,ooo, 
which means that net incomes would be limited to roughly 1,200, 
the additional yield in taxation would be of the order of ^80 million 
per annum. The conclusion has a hearing on taxation policy 
(cT. page 90). 

2. Pareto’s and Gibrat’s Formulae 

The present data, though not as complete as might be desired, 
can be used to throw some light on the problem of representing the 
distribution of gross incomes by a mathematical curve. In its 
simplest form, Pareto’s well-known law can be written: 

log y == log A — a log X, 

where y is the number of incomes above £x\ This formula has 
been applied to the figures given above, with results which are 
shown in Table II, under the heading: Pareto I. 

In a more general form, Pareto’s law can be written: 

log y log A - a log (x—Xo), 

where Xq is some arbitrary point, to be detennined from the data. 
This formula has also been applied, with results which are shown in 
Table II, under the heading: Pareto 11 . It is clear that the second 
and more general form, in wliich Xq is given die value of 40, yields 
better results than the first. 

These formulae cannot be applied to incomes under £2^0, since 
it is not known what is the lowest income. But, according to the 
Pareto law, in cither of these two forms, the numbers increase as 
income diminishes and it is most imhkely, therefore, that the law 
would apply to the lowest range of incomes. In the present case, it 
was also found that the law did not apply very well, in cither form, 
to incomes over ^10,000 p.a. 

When the aggregate incomes in each range are estimated from the 
equations to the second form of Pareto’s law, the agreement is 
found to be fairly close for the four liighest groups, but not for 
incomes below £soo, in 1940-41. In 1941-42 it is fairly close only 
for incomes between £soo and ^10,000 p.a. Incomes estimated 
from the first form of the law, as may be seen from the Table, do 
not agree so well. 

An alternative method of representing the distribution of incomes, 
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which is derived from the Normal Curve of Error, has been 
suggested by Gibrat.^ If the Normal Curve is denoted by 

N(z)-— 

\/27r 

and the derived curve by N (x), the transformation is made by 
substituting 

z log (x— :Vo) + ^ 

and equating areas on the two bases, dz and dx, so that 
N (z) dz =~ N (x) dx. 

The introduction of logarithms causes the normal curve to be 
transformed into a skew curve, which Gibrat calls the law of pro- 
portional effect. *La loi de Yc ffet proportionncl se traduira done par 
c fait que les logarithmes dc la variable seront r^partis suivant la 
' oi de Laplace.'® 

When this curve is applied to the present data, against the nmnbcr 
of incomes, the values of z and of log (x — Xq) arc found to lie 
approximately on a straight line when Xo“= 170. As shown in 
Table II, the numbers given by the formulae agree fairly closely 
with the original data, except for the top range, of incomes over 
^10,000 p.a. 

When the corresponding incomes are estimated, it is found that 
the law does not apply to the group of incomes under ^^250, and 
it is known, indeed, that the minimum income is not as high as 
^170. The Gibrat formula accounts quite well, however, for the 
distribution between £2S0 and ^10,000 p.a. 

The equations, from which the figures given in Table II were 
derived, are given below, with the notations mentioned previously. 
These equations were estimated by the method of least squares, but 
in each case the top point, corrcspondmg‘vto incomes above /^ro,ooo, 
since it was found to lie off tlie line formed by the remainder, was 
excluded from the computation. Here, logarithms all refer to the 
base 10. 

1940-41 

Pareto I log y = 10*9033 — 1*7850 log x 
Pareto II log y == 10*5013 — 1.6641 log {x — 40) 

Gibrat = 1 3 141 log (x - 1 70) — 1*73 t6 

^ R. Gibrat, Les Lconomiques^ Paris, 1931. ® Op. at., p. 64. 
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1941-42 

Pareto I log y == 11.3887 — 1*9314 log x 
Pareto 11 log y = 10*9517 — 1*7999 log — 4o) 

Gibrat z — i *4800 log (z - 170) — 2*2532 

The degree of equality or inequality in the distribution of incomes 
is indicated, in Pareto’s formulae, by the value of a, the coefficient 
of log X or of log (x — Zo); and in Gibrat’s formula by the value of a, 
the coefficient of log (x — Xj). The increase in the value of each of 
these parameters between 1940-41 and 1941-42 is evidence of a 
slight, but significant,* reduction in inequahty. Since the value of a 
in the first form of Pareto’s law was found® to be approximately 
1*68 in 1938-39, there appears to have been a continuous tendency, 
during the war, for inequality in the distribution of gross incomes 
to become slightly reduced. Changes in the inequality of distribu- 
tion of net incomes, reflecting increases in direct taxation, have, of 
course, been more marked. 


TABLE n 

The Distribution of Private Income — Comparison of Data and Formulae 


Ran^e of Gross 

No. of 

Nos. (ooa's) given by | 

1 Gross Income 

Income 

Incomes 


formulae: 

Gross 

{yCmn ) given by 


(ooo*0 




Income 


formulae: 

XP**!* 


Pareto Pareto 

Gibrat 

£mn. 

Pareto Pareto 

Gibrat 


I 

II 

194(M1 

I 

11 




Under 250 

15,580 



15,584 

3,328 



2,973 

250--5(X) 

3,295 

2,980 

3,159 

3,271 

1,069 

1,000 

925 

1,088 

50()--1,000 

770 

865 

829 

792 

516 

581 

524 

544 

1,000—2,000 

250 

250 

241 

247 

345 

338 

314 

344 

2,000—10,000 

97 

97 

98 

102 

360 

334 

341 

358 

Over 10,000 

8 

6 

7 

4 

170 

132 

176 

79 

Total 

20,000 



20,000 

1941-42 

5,788 



5,386 

Under 250 

14,610 



14,625 

3,398 



2,854 

250—500 

4,450 

4,221 

4,474 

4,435 1 

1,490 

1,411 

1,303 

1,457 

500—1,000 

1,050 

1,106 

1,058 

1,043 

685 

740 

664 

699 

1.000—2,000 

285 

290 

278 

294 

400 

387 

361 

394 

2,000—10,000 

97 

98 

100 

100 

360 

333 

340 

330 

Over 10,000 

8 

5 

6 

3 

170 

95 

128 

41 

Total 

20,500 



20,500 

6,503 



5,775 


^ The sampling errors of the differences, in the cases of both Pareto H and Gibrat, are 
associated with probabilities of less than 1 in 20. 

* Buimtin, Vol 4, No. 12, p. 225. 
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3. On the SlGNlHCANCE OP THE FORMULAE 


The equations of Pareto and Gibrat are different in appearance 
and may be thought to have different implications. Pareto himself 
had contrasted his formula witli the Normal Law of Error and 
argued that chance factors could not explain tlie form of the dis- 
tribution. ‘La repartition dcs revenus n’est pas Teffct du hasard,’ 
he wrotc.^ This conclusion was challenged by Gibrat, who showed 
that a curve which was derivable, by means of a logarithmic trans- 
formation, from die Normal Law, gave an adequate descripdon 
of the distribution of incomes in many cases. It may be interesting, 
therefore, to compare the forms of the two curves. 

In the Gibrat formula, shown above, the number of incomes at a 
particular level is given by: 


dz N a 

N {x) — N (z ) — = . exp 

dx y' 2 v X — x'o 

Therefore 
log N (x) — log 


I log (x - Xo) + 6 


* 


(-) 

\V2-/ 


- 1 j " log (••V - A'o) + fc [ - log (x - Xo) 


and this is of the form : 

log N (x) = bi+ log (x - Xo) - l >3 {log (x- .Yo)}® 

where natural logarithms are now referred to. 

According to the Pareto law, in the second form mentioned 
above, the number of incomes at a: is given by : 

dy a 

=- . y ti, say, 

dx X — Xq 

so that: 

log n log a + log A— (« + i) log {x’-Xq), 
which is of the form : 

log cjog (x-.Xo). 

Gibrat’s formula can therefore be represented by a quadratic 
function, Pareto’s by a linear function, of log (x — Xq). The values 
of Xfl which give the bc^st fit in each case will not, however, generally 
be the same; in fact, we can expect the value obtained from Pareto s 
equation to be less than that obtained from Gibrat’s formula. It 


^ Cour.s d'Bconontie Politique, p. 315, 
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should be noted, also, that feg, and arc essentially positive, so 
that the coefficients of the independent variables have the signs 
indicated. It is only, therefore, over the range where the number of 
incomes declines, as income increases, that the curves could both 
describe any given distribution of incomes. The Gibrat curve, 
expressing log N (x) as a fimction of log (x— Xq), within a certain 
range, gives approximately a straight hue; and the curvature of the 
line can, of course, be reduced by altering the value of Xq. 

Thus, the form taken by the distribution of incomes, at any rate 
over a wide range, can be derived from the Normal Curve; and 
the relation given above provides at least a partial explanation of 
why the distribution often conforms, also, to the simpler equation 
given by Pareto. It is worth noting that Edgeworth^ had suggested, 
as a possible explanation of the Pareto Law, that if means and 
faculties were originally distributed according to the law of chance, 
an abnormally protuberant curve might eventually result from an 
application of the principle: Unto him that hath shall be given. 

When, however, Pareto’s law is used to deduce generahzations, 
such as that the distribution of incomes is, in some sense, inevitable, 
it is apparently done in defiance of the warning which Pareto him- 
self gave: ‘Cc n’est qu’une loi empirique.’^ 

While the formulae, wliich have here been discussed, can be 
used to account for the distribution of incomes over most of the 
range above ^^250, they do not, evidently, explain the distribution 
of incomes below this level. But, in order to determine the form of 
the distribution of the smaller incomes, in this country, it would be 
necessary to have information in greater detail than is at present 
available. 

^ Journal of the Royal Statistical Society, 1924, vol. Ixxxvii, p. 573. 

* Cours d*Economie Politique, Preface, p, iv. 



V. CONSUMPTION AND PRICES 


INCOME AND HOUSEHOLD EXPENDITURE 
OF WORKING-CLASS FAMILIES WITH 
CHILDREN 

By T. Schulz 

From Bulletin, Vol. 8, Nos. 2 and 3 (Feb., March, 1946) 

T he importance of a comprehensively planned food policy in 
war time was demonstrated during the first world war when, 
through the absence of such a poHcy, incidences of malnutrition 
became evident. When hostilities broke out in 1939, pubHc opinion 
was thus prepared for and in favour of food rationing. It was 
introduced by the end of the year, and was soon extended so as to 
cover all the main foodstuffs that were in short supply. These 
foods, however, only represented part of the nation’s diet — in 
terms of calories and second-class proteins by far the smaller part. 
It therefore became important to understand how the rations allowed 
to the individual dovetailed into his consumption of unrationed 
foods and whether he could obtain a satisfactory diet. 

The need for such a survey was one reason that induced the 
Institute of Statistics to start a series of inquiries into working-class 
household expenditure in May 1940.* A further reason was the 
desire to obtain a picture of the changes in the cost of living as 
reflected in the outlay on the main groups of household expenditure 
and to study the trend of expenditure in general. 

We realized from the outset that the sample on which such a 
continuous survey could be based would have to be small. For the 
keeping of a detailed household account, even over a short period, is 
an exacting task for the busy housewife tliat is not accustomed to it. 
Moreover, the collecting and checking of such accounts requires 
skilled supervisors, and war-time conditions enhanced the difficulties 
of finding suitable people for the task, which was undertaken 
voluntarily through all the years. With these limitations in view 

1 The mqihry was initiated by Professor A. L. Bowley, who at that time was Acting 
Director of the Institute. 
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we decided to aim, as far as possible, atahomogoieoussample, by 
trying to obtain our household accounts from one clearly defined 
type of family. 

So far, seven inquiries have been undertaken, but we hope to 
collect two more samples and conclude this survey in 1947. The 
seventh inquiry, with which this paper deals, was carried out in 
June-July, 1945. Except for the first year when the samphng was 
repeated after an interval of six months, the inquiries were made 
once a year. Their purpose is to ascertain in detail working-class 
household expenditure during a fortnight within a fixed sampling 
period. A survey over four weeks would, of course, have been 
preferable; but very few housewives were willing to keep a daily 
account of every single item of expenditure for so long. Even for 
the shorter period the number of contributions has remained small. 
We do, however, believe — and the picture obtained from every 
additional inquiry has confirmed us in this conviction — that our 
samples are representative of a particular type of urban working- 
class family, viz., that within the lower or medium income range 
with, as a rule, one or more dependent children. 

A number of the families that suppHed the household accounts in 
1944 were directly affected by the attacks of the flying bombs. In 
some instances, houses were damaged, and the families had to live 
in temporary quarters; in other cases, people had given shelter to 
evacuees, and several families kept house together. In summer, 1945, 
many of those who had a home to go back to had returned to it. 
Others had relinquished unsatisfactory temporary quarters — perhaps 
rather expensive ones — for more suitable accommodation. It was, 
therefore, of considerable interest to compare household accounts 
for these two years in order to see whether and to what extent these 
more stable conditions were reflected in the famflies’ mode of living, 
as expressed in the pattern of their household expenditure. 

PART I: INCOME AND EXPENDITURE ON NON-FOOD ITEMS 
I. The Structure of the Sample 

{a) General 

In 1944, in spite of the prevailing difficulties, we obtained a maxi- 
mum in our six years’ series of samples, of 226 household accounts, 
supplied by famihes from 17 different towns. In 1945, only 155 
families from 14 towns contributed to our sample. The Invesdgaton 
in Bristol, Reading, and Edinburgh, who had assisted us in previous 
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years, were unable to do so in 1945, and it proved impossible to 
find any one suitable and willing to take tlicir places. War-tiredness, 
the readjustment of family life consequent to the ceasing of the 
European hostilities, and the impending elections, affected the 
readiness and, often, the ability of die housewives to keep a detailed 
account during the stipulated period. 

Nevertheless, the total number of famihes that completed a budget 
for us in both 1944 and 1945, was about as high as the number of 
parallel budgets obtained for 1943 and 1944: 84 families whose 
structure had remained unchanged from one sampling period to the 
following one, had supplied accounts for the years of 1943 and 1944, 
and 85 famihes did so for 1944 and 1945. From families whose 
structure had changed, either because of the birth of a child, the calHng 
up or demobiUzation of a member of the family, or for some other 
reason, we obtained 33 accounts in 1943 and 1944, and 26 in 1944 
and 1945. But there were in 1944, 109 new famihes that had not 
previously contributed to our sample, and only 44 of sucli families 
in 1945. We again accepted for our sample new families only if 
they were not supported by Pubhc Assistance or charity organiza- 
tions, had at least one dependent child at home, and did not keep 
boarders on a profit basis,' The inclusion in a family of a relation, 
friend, or evacuee, who only repaid the actual expenses incurred 
on his or her behalf, was not deemed to vitiate the homogeneity of 
our sample. 

(b) Geographical distribution 

That the reduction in the total number of accounts kept has little 
interfered with the general structure of our sample in 1945, as 
compared with that of 1944, becomes evident from the data in 
the two bottom rows of Tabic I, which compare some of the 
characteristic average figures for the two years. The Table sets 
out the distribution by towns of the families that supplied an account 
in 1945. They arc subdivided into unchanged, changed, and new 
families. 

It will be seen that half of the new families came from Liverpool, 
which, in 1945, was represented by 27 accounts, as compared with 
31 in 1944. 

In 1944, the majority of the Liverpool budgets were obtained 
through schools from the parents of girls aged between 13 and 14 

^ There is, however, amongst the changed families one that was in receipt of Public Assis- 
tance in 1945, and a few of the unchanged families no longer had children under 14 years of 
age, although this was the case in the first year when they contributed to our inquiry, with 
one exception. 
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TABUE I 


Geographical Distribution of Families 









Expenditure 

on 


Un- 




No. of *Man* 

Food 

Rent‘d 

Fuel 


chgl 

Chgl 

New 

Total Persons palue 

per 

‘Man* 

per 

and light 




per 

per 

family 

per 






family Person per week 


week 

(1) Birmingham 

6 

3 

— 

9 

47 

0-73 

15/()i 

mi 

6/3 

(2) Dundee 

1 

— 

— 

1 

2-0 

0-73 

17/lOi 

4/7 

6/3 

(3) Glasgow 

7 

1 

4 

12 

4T 

0-73 

14/lli 

12/Oi 

7/4 

(4) Leeds 

to 

2 

1 

13 

4*2 

0-81 

14/1 

14/- 

m 

(5) Lincoln 

1 

4 

— 

5 

6-8 

076 

12/Oi 

ii/5i 

m 

10/7 

(6) Liverpool , . 

2 

3 

22 

27 

5-3 

079 

13/3 

13/6 

m London 

5 

2 

1 

8 

4-6 

075 

15/5i 

15/3 

8/84 

(8) Manchester . 

11 

4 

2 

17 

4-9 

074 

14/Ai 

11/6 

6/64 

(9) Newcastle . . 

6 

1 

— 

7 

3-6 

078 

14, 'Oi 

10/4 

4/44 

(10) Oxford 

6 

— 

3 

9 

4-7 

074 

13/54 

ll/6i 

7/8 

hi) St. Helens . . 

7 

1 

4 

12 

4-6 

075 

12/8 

11184 

7/54 

(12) Sheffield . . 

7 

1 

__ 

8 

5'0 

0-80 

12/64 

14/24 

6/104 

^3) Southampton 

13 

o 

6 

21 

4-0 

0-80 

16/6 

17/54 

9/1 

(14) Swindon 

3 

2 

1 

6 

3-5 

0‘80 

14/104 

16/44 

8/64 


Totil 1945 

85 

26 

44 

155 

4‘6 

077 

14/24 

13/- 

7/104 

Total 1944 

84 

33 

109 

226 

47 

0*77 

13/104 

13/2J2 

8/2 


^ Excluding the foUov/ing 17 families bvmg lent free or buying their houses: Leeds 2; 
Liverpool 2; Manchester 1; Newcastle 1; St. Helens 1, Swindon 2; Southampton B. 

2 Average for 204 families. 


years, arid, unfortunately, contact had been lost with most of tliese 
families. Yet in spite of the fact that 22 out of the 27 budgets 
in 1945 came from new families, the average figures of family 
structure and expenditure on food and rent were fairly similar for 
tliis town in both years; in 1945, the number of persons per family 
was 5 '3, the hnan’ value per person^ 0*79, food expenditure per 
maif 13 shillings 3 pence, and rent per family 13 shillings 6 pence, 
as against the following values in 1944: number of persons 5*2, 
‘rnaif value 0*80, food expenditure per ‘man* 13 shilUngs i| pence, 
and rent 14 shillings 2| pence. Only the figures for fuel and hght 
were markedly different for the two years, viz., 10 shillings 7 pence 
in 1945, ^tid 9 shillings 7I pence in 1944, per family per week, tlms 
exhibiting an apparent rise by nearly lo per cent, while average 
expenditure on this item of the whole sample in 1945 was approxi- 
mately 4 per cent below that of our sample in 1944. However, 
outlay on fuel and light during the summer months is largely deter- 
mined by the purchases of coal that is stored for later consumption — 

^ The average ‘man’ values are based on the following scale: adult male, 1*00; adult 
female, 0*85, children, from 0^33 to 0-70, witli an average of 0*55. The values for children 
are set out in more detail in part 11 of this paper. This scale of ‘man* values is employed 
always, except where explicit reference is made to a different scale. 
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at present often more dependent on conditions of supply than of 
detnand — and there is no reason to assume that differences in the 
outlay on fuel and light point to any fundamental difference in the 
socio-economic type of the Liverpool budgets for the two yean, 
which, indeed, is most unlikely to exist. 

The average figures for the famihes firom one town may, of course, 
conceal very considerable differences in the food expenditure of the 
individual famihes; yet in conjunction with the data in Table II, 
they will convey some idea of the economic type of the famihes 
with which our sample is concerned. 

TABLE II 


Expenditure on Food Compared with Other Household Expenditure 


1945 


1944 




1945 



Outlay on 

Number of 

Number of 


Auerage 

Total 

Outlay 

Food 

Families Persons 

Families Persons 

Value 

Outlay on 

Housek 

On Rent 

per *Man' 


per 


per 

per 

Food per 

Outlay^ 

per 

per Week 


Family 


Family 

Person 

“Man* 

cx Housg. 

Family^ 







per Week 

p. *Man* 

p. Week 








p. Week 


under 9s. 

4 

r8 

— 

— 

— 

— 

— 

— 

9s.— 10s. 

6 

5'7 

4 

5*8 

0*73 

9/54 

20/6i 

11/104 

10s.— 11s, 

12 

H 

9 

5-3 

0*82 

10/6J 

19/04 

14/64 

11s.— 12s. 

27 

5’7 

19 

5*7 

0*77 

wn 

20/1 i 

11/lOi 

12s,— 13s. 

3^ 

y2 

20 

5*5 

0*75 

12/5J 

22/7i 

11/94 

13s.— 14s, 

29 

r4 

18 

5*0 

0*78 

13/6 

23/5i 

13/84 

14s.— 15s. 

25 

r 8 

22 

4*5 

0*79 

14/6i 

27/1 

12/94 

15s.— 16s. 

23 

4'3 

20 

4*1 

0*76 

15/64 

32/71 

15/61 

16s,— 17s. 

24 

4'i 

7 

3*7 

0 78 

16/64 

27/7 

15/14 

17s.— 18s. 

11 

3*5 

12 

3-8 

0*77 

17/3i 

32/3f 

11/64 

18s,— 19s. 

^3 

3’5 

8 

3*4 

0*78 

18/61 

40/li 

11/8 

19s.— 20s. 

8 

y6 

6 

3*2 

0*75 

19/64 

39/5i 

12/54 

20s.— 225. 

3 

40 

6 

3*3 

0 67 

20/11i 

40/1 IJ 

12/84 

22s. and over 

5 

26 

4 

3*5 

0*80 

24/24 

43/4J 

12/104 

Total 

226 

4’7 

155 

4-6 

0*77 

14/24 

30/2i 

13/-8 


^ Including outlay on food. 

* Excluding 17 families living rent free or buying their houses, in the following food 
expenditure groups: 11s. — 12s., 2 famihes; 12s. — 13s., 1 family; 13s. — 14s., 3 families; 
14s. — 15s., 3 famihes; 15s. — 16s., 3 families; lbs. — 17.?., 1 family; 18s. — 19s., 2 famihes; 
19s. — 20s., 1 family; 22s. and over, 1 family. 

® Average per family per week of 138 faimhes. 

(c) The economic outline 

In the absence of full information regarding income, expenditure 
on food is, perhaps, the best single pointer to the standard of hving 
of a person or a family, and in Table II our sample is surveyed from 
that angle. The numbers of famihes aird their average structure 
are shown ranged according to their expenditure on food per ‘man', 
and with expenditure on food is compared total household expendi- 
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ture per ‘man’, including expenditure on food but excluding cost 
of housing, i.e., of rent, rates, and mortgage charges. This latter 
item has been deducted since, for the individual family, cost of 
housing is not a variable in the short run, as are all the oiiicr major 
items of household expenditure. The last column in Table 11 gives 
die average ouday per family per week on rent only (including 
rates), hi both 1944 and 1945, litde less than two-thirds of the 
families spent on food per ‘man’ per week from 11 shillings to 
]6 shillings. 

The expenditure on food per ‘man’ per week of all the 155 
families in 1945 was 14 sliillings pence, while diat of the 226 
famih'es b 1944 was 13 shillings 10^- pence. This sHght apparent 
increase results mainly from the dropping out of our sample of 
some of the poorest families; there were in 1944, four families 
with a weekly food expenditure per ‘man’ of less than 9 shilHngs, 
but none in 1945 ; and only one of the families that kept an account 
in both years spent less than 9 shillings in 1944. No rise occurred 
in the expenditure on food per ‘man’ of the unchanged families, 
and that of the changed families declined by 3 per cent, as will be 
seen from the indices in Table IV. 


DIAGRAM A 

Cumulative frequency Curves af Families and Persons in Relation to their Expenditure on Food 

% 



Expenditura on flood per >l<xrf per week 
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In Diagram A the proportion of families below or above a given 
food expenditure per ‘man’ is compared with the proportion of 
persons below or above that point. The lower and the upper 
quartiles of the total number of persons and the total number of 
families, he more closely together than the two medians, thus 
indicating that the families between the first quartile and the median 
of the number of persons, are of an average size larger than those 
below the first quartile, a fact that is not obvious from the figures 
in Table II. In 1944, the quartiles and medians found for 226 
families — 1064 person — ^were, for persons : lower quartile, 1 1 shillings 
9 pence; median, 13 shillings 4I pence; upper quartile, 15 shillings 
7 pence; for families: lower quartile, 12 shillings 2| pence; median, 
13 shillings 10^ pence; upper quartile, 16 sliillings 3 pence. 

TABLE III 

Average Structure of Families 



Ase Group 

Unchanged 

Changed 

New 

All 



Famihes 

Famthes 

Families 

Families 



(«j) 


{i6) 


(44) 

(tss) 



J944 

t94S 

t944 

J945 

i945 

ms 

Males . . 

18 and over 

0-91 

0*95 

M9 

M9 

M 6 

1*05 

Females 

18 and over 

Ml 

Ml 

1-42 

1*31 

1*20 

M7 

Males , . 

15—17 

0-15 

0-16 

0*31 

0-27 

0*11 

0*17 

Females 

15—17 

0-12 

0-14 

()-27 

0*27 

0*23 

0*19 

Children 

6—14 

M5 

1-20 

1*54 

1*62 

1*41 

1*33 

Children 

under 6 

0-67 

0-55 

0-89 

1*04 

0*77 

0*69 

Persons p family 


4*11 

4-11 

5*62 

5*70 

4*88 

4-60 

* Man* value per Person 


< 7-76 

0^78 

0-77 

<7*75 

0'77 

0-77 


Tabic in analyses the composition of tlic 85 tmehanffed, 26 changedy 
and 44 new families, tliat kept an account in 1945. There was little 
change in the average structure of the iii families tliat were repre- 
sented in the sample of 1944 as well as in that of 1945. Some 
members advanced, of course, to a higher age group, with the 
result that the ‘man’ value per person of the unchanged families is some- 
what higher for 1945 than for 1944. The ‘man’ value per person 
of the changed families shows a slight decline owing to the larger 
number of young children per family in 1945. Apart from other 
changes in their composition, nine children were bom to these 
26 famihes, between June, 1944 and June, 1945. 

2. Household Expenditure and the Cost of Living Index 
The household expenditure per ‘man’ of the unchangedy changedy 
and new families, is broadly surveyed in Table IV, In Table V, the 
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r 

TABLE IV 


i^mdeh 0 td Expenditure ef Three Groups ifFmiUes 




Per *Mm* 

Per Week 

Index of Expenditure 


Unchanged 

Changed 

New 


isoitOO) 


Families 

Families 

Families 

Unchanged 

Changed 


ms 

ms 

ms 

Families 

FamHies 

Food 

, . 14/4 

13/11 

14/2* 

100 

97 

Housing 

•- 4/- 

2/10 

3/6 

99 

92 

Qotbing 

.. 2/2i 

2/4i 

2/6J 

87 

119 

Fuel and light . , 

.. 2/2i 

1/8 

2/7 4 

86 

93 

Miscellaneous . . 

.. 8/Oi 

5/6i 

8/lOJ 

98 

101 

Total 

. . 30/9i 

26/4 

31/8i 

97 

99 


relative household expenditure of all the 155 families in 194.5 is 
compared widi that of the 226 families diat kept accounts in 1944, 
and, further, widi the ‘weights’ appUed by the Ministry of Labour 
for its cost of living index, adjusted for the differences in the rise of 
prices in the several groups, since July ist, 1914. The last two rows 
in Table V give the actual outlay as ascertained by us, per family 


TABLE V 

Weekly Family Expenditure 

mi ms mi ms 

22 6 Famtlks Families Mini liry of Labour Cost of Living 

Index Weighting^ 

incL exd. incL excL incL excl. incl. excL 
Miscellaneous Miscellaneous Miscellaneous Miscellaneous 



per cent 

per cent 

per cent 

per cent 

per cent 

per ceiU 

per cent 

per cent 

(1) Food . . 

48 

627 

47 

63*4 

50*4 

53*5 

50*5 

53*5 

(2) Housing 

12 

16*1 

12 

16-2 

13*1« 

13*9* 

12*9» 

13*7* 

(3) Clothing 

8 

11-0 

8 

10*5 

20*6 

21*9 

20*3 

21*5 

(4) Fuel and Light 

8 

10-2 

7 

9.9 

10*1 

10*7 

10*7 

11*3 

(l)-(4) .. 

76 

l(K)-0 

74 

100*0 

94*2 

100*0 

94.4 

100*0 

(5) Miscellaneous 

24 


26 


5*8 


5*6 


Total Outlay 

100 


100 


lOO'O 


lOO'O 



Weekly Outlay 
per Family 
per *Mm* 


, , 5. d. 
,.105 Oi* 
. . 28 lOi 


5. d. 

106 6f 
30 2i 


^ Corrected for the rise in prices from July 1, 1914, to June -July, 1944 and 1945. 

* Rent only (mcl. rates). 

* In 1944, die family consisted of 4*7 penons with an average ‘man’ value of 0*77. 

and per ‘man’, for 1944 and 1945. It will be noticed that all the 
figures for the two years have remained remarkably steady, and, 
also, that the relative data obtained by us differ considerably from 
the Ministry of Labour ‘weights’. Although only iii famiUes of 
our sample supplied budgets in 1944 and 1945, the differences 
between die actual expenditure figures of both years is small. 
R 
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The ouday per faimly was i shilling pence higher in 1945, and 
the outlay per ‘man’ i shilling 3^ pence, the relativay closer approach 
in the outlay per family reflecting the fact that the average family 
in 1945 contained about o*i ‘man less than in 1944.^ 

In this first part of our paper we shall consider only the groups of 
non-food items in Tables IV and V, reserving the analysis of the out- 
lay on food for a subsequent section.^ 

3. Expenditure on Non-Food Items 
(a) Cost of housing and rent. 

A decline in die ouday on housing per ‘man’, of 8 per cent, is 
shown in Table IV, for die changed families. This appeared at first 
somewhat surprising, for rents are controlled and there was no pro- 
portionate rise in the average ‘man’ value per family. Had this been 
the case it might have accounted for the lower average outlay per 
‘man’, since cost of housing is an overhead charge for the family and 
its total unaffected by variations in the number of persons. But there 
occurred, in fact, for six of the families substantial reductions in their 
outlay on housing — from 2 shillings to 15 sliillings a week — in most 
instances because of die family’s relinquishing of temporary and 
rather expensive accommodation. 

The much higher cost of housing per ‘man’ of the unchanged 
families as compared with that of the changed and the new ones, 
^pears in a different aspect if wc consider die cost of housing per 
fiiiily instead of per ‘man’. Then the lowest ouday is still found 
to obtain for the changed families — ^none of which lived rent free — 
with 12 shilhngs per week. The central position, however, is now 
taken by the unchanged families, with an average of 12 shillings 
9 pence; this group includes two families that paid notliing for their 
housing accommodation. Another two families that also paid no 
charges at all were found in the group of new families, which, 
including these two families, had an average outlay on housing 
of 13 shillings 2 pence. 

The average cost of housing per family per week for all the 155 
families in 1945 amounted to 12 shillings 9J pence, as compared 
with an average weekly rent (including rates) of 13 shillings paid 
by 138 families. Of the remaining 17 families, four paid nothing 
and thirteen paid mortgage charges and/or rates, in six instances 

^ The average weekly cost of maintenance for 0*1 *nian' in 1945 being just over 3 shillings, 
the total difference for a family of the same size as in 1944 would amount to 4 shillings 8 pence. 
* Part n. 



tncom and Household Expenditure of Workingt^class FamtUes 251 

substantially more, and in six substantialiv less, than the average cost 
of rent. One family spent exactly 13 smllings per week on rates 
and mortgage charges. In 1944, an average rent of 13 shillings 2^ 
pence was foimd to obtain for 204 families. In that sample, excep- 
tionally high rents paid by a few fiimilies were counterbalanced 
by the low rents of some of the poorest families that did not keep 
an account in 1945. 

The outlay on rent per family is given for the different towns 
represented in our sample, in Table I. These figures cannot, of 
course, be taken as characteristic of the relative levels of rent charges 
in these towns. They merely indicate in conjunction with the figures 
of food expenditure and expenditure on fuel and light, some strategic 
points in the cost of living pattern of the families of our sample. 
There is no perceptible interrelation between these three sets of 
figures in Table I, although some relation between rent and expendi- 
ture on food seems to emerge in Table II, where the families are 
arranged in ascending order of food expenditure per ‘man’. Rent 
there tends towards a peak for the central groups of food expendi- 
ture, while for the higher groups it again falls off. 

(b) Clothing 

The average ouday on clothing per ‘man’ per week for the three 
groups of famihes was 2 shillings 2| pence for the unchanged, 2 shil- 
hngs 4| pence for the changed, and 2 shillings 6| pence for die new 
families (Table IV). These figures, however, represent only part of 
the actual expendimre on clothing. They comprise Btde more than 
what the housewife disburses in payment into clothing clubs, or for 
shoe repairs and small items of apparel purchased largely for herself 
or for the children. The main outlay on clothing is usually met by 
the earners directly, cither out of their pocket money or out of 
savings, and does not appear in the housewife’s account of household 
expenditure. 

(c) Fuel and Light 

Similar to the outlay on housing, the ouday on fuel and light is 
considered better as a charge incurred per family than per person 
or per ‘man’, since variadons in die size of the family make generally 
Uttie or no difference to the household consumption of light or 
heating of the famihes of our sample, while the concomitant 
alterations in the consumption of fuel for cooking and washing are, 
as a rule, too sUght to cause any substantial changes in the total 
ouday on fuel and light, taken together. In 1945, diis outlay had 
declined fairly sharply for the changed as well as the unchanged 
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TABUS VI 

Weekly Ftimily Expetiditm an Fuel and Light 

Croup oj Total Fuel and Light Coat Gas Ekctridty Other^ 
Families Outlay Index Outlay Outlay Outlay Outlay 

(1944 = too) 

Unchanged ^5} 

1944 .. .. 8/lJ tooo 4/2 2/Oi 

1945 .. 7/li SyS 3/5 1/10 

Changed (26) 

1944 .. .. 7/84 too-o 3/lOi 2/24 

1945 .. .. 7/14 pa-a 3/4 2/lf 

All Familiej (155) 7/lOi — 3/7i 2/2 


1/64 

1/6 

1/44 

1/24 

1/74 


3 


^ Indtiding firewood, matches, etc. 

families, bat from the figures in Table VI it appears that this was 
mostly the result of a decline in the ouday of coal. Hence the lower 
index figure may rather picture temporary changes in supply than 
in potential consumption, for part of the coal that is bought during 
the summer months is stored for the cold season. During the twelve 
months lying between our two inquiries, the Ministry of Labour 
index of the cost of fuel and fight had gone up by 9 per cent, from 
253 to 275, a rise brought about by an increase in the price of coal 
of approximately 12 per cent, and of gas by 6 per cent. The volume 
of coal purchased in 1945 per family of our sample was therefore 
73 per cent of that of 1944 for the unchanged families, and 77 per cent 
for the changed families, during the sampling period. 

(e) Miscellaneous items 

The biggest difference for the several groups of famifics in Table IV 
appears in the outlay on ‘miscellaneous’ items, which includes a 
very wide range of expenditure, e.g., purchases of household goods, 
seeds and garden implements, cleaning materials, laundry charges, 
contributions to voluntary insurances and clubs for unspecified 
purposes, payments to doctor, dentist, and chemist, cost of education, 
amusements, newspapers, drink, and tobacco. Many of these 
expenses tend to appear only in part in the household accounts, 
being largely defrayed by the earners themselves and, to that extent, 
unknown to the housewife. One would, however, be inclined to 
assume that — ceteris paribus — the larger the average number of persons 
per family with pocket money of their own the smaller the outlay of 
housekeeping money on ‘miscellaneous’ items. There is, indeed, an 
indication of this with respect to the unchanged and changed famifics. 
The former contained, on die average, i’36 persons over 14 years 
old, excluding the housewives, whedicr earners or non-camers, 
and the latter 2*04 of such persons. If the expenditure on ‘mised- 
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laneom’ items of the two groups of fiunilics is weighted by these 
numbers the resulting indices are very nearly the same for the two 
groups. For the new families, however, this index figure is 35 per 
cent above that of the changed and 38 per cent above that of the 
mchmgei families. 

The average weekly outlay per family out of housekeeping money on 
some of the largest single items of the miscellaneous’ group will be 
found in Table VII. For the data of this Tabic, the families have first 
been subdivided into two main groups, viz., those stating their 
total income and those stating their household expenditure only. 

TABLE vn 

Expenditure on Miscelioneous Items out of Housekeeping Money 

P9 FarniUes Stating Income 3 6 Families Stating Household 

Outlay Only 

Families Weekly Outlay per Families Weekly Outlay per 

Buying Family Buying Family 

as per cent of Actually Average of as per cent of Actually Average of 
gg Families Buying Group of j 6 Families Buying Group of 
gg Families 5 d Families 


Drink 

47 

2 /- 

-mi 

50 

3/0} 

1/6} 

Tobacco 

65 

9/5i 

6/2i 

55 

9/9 

5/4} 

Newspapers , . 

96 

l/6i 

1/6 

98 

1/5} 

1/5} 

Amusements 

77 

4/9 

m 

64 

4/5} 

2/10} 

Insurance and Clubs' . . 

99 

4/5i 

4/5 

96 

4/7} 

4/5} 


Total Average Outlay 16/9 15/8i 


^ Excluding compulsory insurances and ‘clubs* for specific purchases, wV., clothing 
coal, furniture, etc. 

Secondly, for each individual item the number of families that 
declared any expenditure on it, has been counted and expressed as 
a percentage of tlie total number of families in die respective group. 
We dius were able to calculate two sets of figures of average ex- 
penditure, the one referring only to the number of families that 
actually spent some money 011 the item, and the odier based on the 
total number of families in the whole group. The pattern of house- 
hold expenditure of die families that revealed their total income 
will be discussed below; here we are only interested in a comparison 
of the absolute and relative figures given in Table VII for the two 
groups of families. The percentage of families that showed in their 
household account some expenditure on tobacco, amusements, and 
insurances and clubs, was somewhat higher for the group stating 
total income than for that stating household expenditure only. 
Since a similar relative picture emerged in previous years, it seems 
to indicate that when the housewife knows what everybody in the 
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firauly earns is more likdy to be entrusted with providing 
certain personal items for the earners, either for dieir own or for 
the fenuly’s baicfit, e.g., cigarettes and tobacco, or a family visit 
to the cinema. It is worth noting that with the exception of expendi- 
ture on drink — which in any case represents only a small fraction of 
the actual outlay on this item — the average figures for the two 
groups, relating to the number of famihes actually stating an outlay 
on these items of expenditure, approach closely to one another. 

4.. Household Expenditure and Income 

In analysing accounts of household expenditure that are divorced 
from the background of family income, there always remains a 
strong element of doubt as to how the data obtained should be 
interpreted. Thus it is impossible to say whether a rent high in 
relation to food expenditure does actually affect the level of food 
expenditure; or, to take another example, whether a low expendi- 
ture on clothing implies lack of purchasing power due to poverty 
or only lack of purchasing power out of housekeeping money. 
It is therefore fortunate that we received statements of their total 
net income^ from 99 out of the 155 families, so that we can try to 
place our analysis of household expenditure in a wider perspective. 
Of the 99 famihes, 50 unchanged and 9 changed famihes had supphed 
statements of their income also in 1944, while 13 unchanged and 6 
changed families only made them in 1945. Tlicse latter 19 famihes 
had consequently to be included in the group of ‘new’ famihes for 
the purpose of all the Tables referring to total income, in which, 
therefore, ‘new’ fanulics has a meaning different from that employed 
generally in this paper, viz., famihes that kept a household account 
for us for the first time in the year referred to. 

The figures of absolute outlay in Table VIII square reasonably well 
with those in Table IV, even as regards the extremely small group 
of changed families in Table VIII. Owing mainly to the higher 
outlay on ‘miscellaneous’ items of the famihes that stated their in- 
come, the figures of relative outlay give a smaller ‘weight’ to the 
other items, as compared with those in Table V, for all the families 
taken together. Nevertheless, the approximation to one another 
of these several sets of figures is sufficiently close to allow us to 
assume that a similar margin between income and household 
expenditure, of something between a fifth and a quarter of the total 

^ *Net* income in this context excludes taxes, compulsory insurances, and contribudons 
to trade unions. 
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TABLE vm 


Expenditure of Income of gg Pamtlies 


Food 

Housing 

Clothing 

Fud and liglit 
Miscellaneous 

so Uticluu^ed Families 

1944 ms 

Per ‘Man’ per Week 

14/2i 14/8 

.. 4/li 4/2f 

2/10 2/61 

2/51 2/3 

8/lli 8/8i 

g Chatted Families 

1P44 1943 

Per *Man* per Week 

l4/3f 14/3i 

41- m 

i/iii 3/8 

l/lOi l/9i 

8/6i 8/oi 

40 New 
Families^ 

ms 

Per *Mm' 
per Week 
14/9i 

3/8 

2/7J 

2/5} 

8/0} 

Total Household 

.. 32/7i 

32/4i 

30/7} 

31/Oi 

31/7} 

Savings* 

•• -m 

-m 

-m 

-/6} 

-/3} 

Unspecified . . 

7/Oi 

8/5i 

8/11 

7/7 

9/9} 

Total Income 

.. 40/41 

41/6f 

39/8i 

39/11 

41/81 


Relative Expenditure of Income 



Food . . 

.. 43-6 35*2 

45*3 35*3 

46*7 36*0 

46*1 36*5 

46*8 35*5 

Housing 

.. 12-7 10-3 

13*1 10*2 

13*0 10*1 

10*5 8*3 

11*6 8*8 

C^dothmg 

. . 8*7 7*0 

7*8 6*1 

6*4 4*9 

11*8 9*4 

8*2 6*2 

Fuel and Light 

. 7-5 6*1 

6*9 5*4 

6*0 4*6 

5*7 4*6 

7*9 6*0 

Miscellaneous 

.. 27*5 22*2 

26*9 20*9 

27*9 21*5 

25*9 20*5 

25*5 19*3 

Total Household 

..100*0 80*8 

100*0 77-9 

100*0 77*1 

lOO’O 79*3 

100*0 75*8 

Savings* 

1*8 

1*7 

0*4 

1*3 

0*7 

Un.speci£icd . . 

17*4 

20*4 

22*5 

19*4 

23*5 

Total Income 

100*0 

100*0 

100*0 

100-0 

100*0 


Per Family per Week 



Total Income 

125/9 

132/3i 

149/1 

152/5} 

140/11 

Housing 

12/11 

13/5i 

15/- 

12/8} 

12/4} 

Fuel and Light 

7/7i 

7/li 

6/11 

6/11} 

8/4} 


’ Including Unchanged and Changed Families that did not state their total income in 
1944. 

* Contributions to street and school savings dubs out of housekeeping money. 

income, also exists on tlic average for the remaining 56 families. 
Indeed, it may even be somewhat wider for these families, since, 
as appears from the figures in Table X, they had 15 per cent more 
adiut male earners per family than the families that stated their total 
income. It is not possible for us to attempt any definite conclusion 
in this respect, since the 9 changed families had the highest number of 
adult male earners and yet the smallest margin between income 
and household expenditure. But this group is too small to be taken 
by itself as typical, and a comparison of the structure and the outlay 
of the 50 unchanged and the 40 ‘new’ families does, in fact, reveal the 
wider margin for the group with the larger number of adult earners, 
viz., the ‘new’ families. 

The increase in weekly income per family of the 50 unchanged 
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TABLE DC 


Strmtm of $9 Families in TaUe VUi 



Unckmtged Families 

$ Changed Families 

40 Nm 
Faptilies^ 


i944 

ms 

^944 

ms 

ms 

Earners, 18 and over 

per Family 

per Family 

per Family 

Male . . 

0-92 

0*94 

Ml 

1*22 

1*00 

Female* 

Earners, 16 — 18; 

0-33 

0-30 

0*44 

0*22 

0*37 

Male . . 

0*04 

0*10 

0*22 

0*11 

0*03 

Female 

006 

0-08 

— 

— 

0*12 

Eamen, under 16 

0*10 

0*08 

0*22 

0*33 

0*03 

Non-Earners* 

0*77 

0*80 

1*01 

1*01 

0*75 

Depend. Children* 

1-86 

1*78 

1*67 

2*11 

2-10 

Total No. in Family 

4*08 

4*08 

4*67 

5*00 

4*40 

*Man* value p. Person 

0-76 

O’ 7$ 

o-So 

0 ’ 7 S 

0^76 


^ Including Unchanged and Changed FamUies that did not state their total income in 
1944. 

* Including housewives in receipt of army allowances. 

® Housewives and invalids. 

* Including children at school over 14 yean old. 

TABLE X 

Distribution of Earners and Non-Earners in Families Stating Income and Families Stating 
Household Outlay Only 

Members in Family Families stating Families stating 




Income 

Household 

All Families 




Outlay 




(99) 

Only { 56 ) 

(CU) 

Earners: 





18 and over 

1 Male . . 

1 Female 

0*99 

0*32 

M4 

0*26 

1*04 

0-30 

16—18 

1 Male . . 

0*07 

0*05 

0*06 

1 Female 

0*09 

0-04 

0*07 

Under 16 

Male and Female 

0*08 

0*13 

0*10 

Non-Earners^: 


0*80 

0-96 

0*87 

Dependent Children^: 


1-94 

2-55 

2*16 

Persons per Family 


4*29 

5*13 

4*60 


^ Housewives and Invalids. 

* Including children at school over 14 years old. 

families, by about 6 shillings 6 pence, shown in Table VIII, docs not 
indicate for these famihes a general trend towards increased indivi- 
dual earnings, but is due mainly, on the one hand, to the decline in 
the number of dependent children and the concomitant increase in 
that of earners, and, on the other, to the advance of some of the 
young earners in diesc families to a higher wage group, from 1944 
to 1945. 

The figures of family structure in Tables IX and X have been 
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compiled for die purpose of disdngukhing between die earning and 
the non-earning members of these families. The picture which diey 
convey is therefore somewhat different from that obtained from 
Table HI, where the only distinction made is between age and sex 
groups. In Tables IX and X, the figures for dependent children 
include boys and girls at school over 14 years old, of w'hich there 
were 0-14 per family. Tliis does not, however, imply that about 
every seventh family of our sample had a child at a secondary 
school; some of these dependent children had apparendy only just 
attained their fourteenth birthday and were due soon to leave 
school. A housewife is counted as a full earner in Tables IX and X 
only if her income was at least 50 shillings per week,' and as a half 
earner if it was at least 25 shillings. Earnings below this amount 
were disregarded. 

The difference between the actual and the potential standard of 
living of a family is indicated, although only in a very broad way, 
by the relation between food expenditure and income. The propor- 
tion of the family income spent on food ranged, for the 99 families 
that stated their total income, from 20 per cent to 60 per cent, 
the former representing an outlay on food of 16 shillings 2 pence 
per ‘man’ per week, by a family of three persons, and the latter a 
corresponding outlay of 14 shillings 6 pence by a family of eight 
persons. In general, expenditure on food seemed independent of 
the absolute amount of income. Among the 99 families a central 
group of 39 families stood out witli an expenditure on food from 
12 to 16 shiUings, which absorbed between 30 and 50 per cent of 
the family income. For all the 99 families, the average proportion 
of income allotted to the purchase of food amounted to 35-5 per 
cent, but the scatter around die central group was loose. 

Yet although no correlation was found to exist between our data 
of food expenditure and dieir relative magnitude with respect to 
income, a strikingly ‘normal’ distribution can be obtained if we 
break down the figures in a different way, ignoring the absolute 
ouday on food and, instead, considering its relative magnitude and 
relating it to the size of the family. This has been done in Table XI. 
The tendency of the relatively larger families to spend a larger 
proportion of their income on food is, of course, nothing un- 
expected, not only because large fiimilies tend to be relatively poorer 
than small ones of a similar type but also because, if the larger family 

^ A housewife is also counted as an ‘earner* if, in the absence of her husband, she drew 
mmf allowance. 
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TABLE XI 

Ouday on Food Compared u/idt Income 


Families Food expenditure representing of income 


Size 

Total 

under 

percent 

per cent 

per cent 

percent 

percent 


No. 

20 per cent 

20—30 

30-40 

40—50 

50-60 

60 and over 

Under 5 Pexsons 

66 

1 

18 

27 

18 

2 


5—7 Persons 

27 

— 

4 

11 

11 

1 

— 

Over 7 Persons 

6 

— 

— 

1 

2 

2 

1 

All Families 

99 

1 

22 

39 

31 

5 

1 


contains more earners than the small one, such expenditure as cost 
of housing, and fuel and light, is likely to take up a smaller propor- 
tion of the total family income than it docs for the family of fewer 
persons. Of the six families of over 7 persons in Table XI, four had 
an outlay on food per ‘man’ of between 12 and 14 shilUngs, one — 
spending shghtly over 50 per cent of the total income on food — of 
ahout II shilhngs 9 pence, while the family with the highest ex- 
penditure — 14 shilhngs 7 pence — employed about 62 per cent of 
their total income for the purchase of food. 


PART H: OUTLAY ON FOOD AND NUTRITION 

I. Total Outlay on Food in 1944 and 1945 
(a) Outlay per person and its relation to outlay per ‘man’ 

It has already been shown in Part I that the average food expendi- 
ture per ‘man’^ of the families that supphed comparable budgets for 
1944 and 1945, was nearly the same for both years. Indeed, as 
regards the families whose structure had remained unchanged, the 
figures for both years were practically identical, while a dccHne of 
three per cent occurred in the outlay on food of those families 
whose structure had changed, since 1945. ‘Man,’ however, is an 
artificial unit, and in dealing with specific data relating to two 
successive periods the picture is simplified if, instead, we can refer 
to the natural unit, ‘person’. This seems permissible so long as the 
proportion of families whose structure underwent some fundamental 
change during the time considered, remains relatively small; for it 
makes, of course, a considerable difference to the cost of a diet of a 
given nutritional standard whether the person for whom it is 
bought is an infant or a grown-up man. Thus, the outlay on food 
per ‘man’ of the unchanged families was 3 per cent above that of the 
changed famiHes, in 1945; yet their outlay per person was 7 per cent 

^ Far the scale of ‘man* values applied, sec Table XX, Institute of Statistics Scale. 
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higher, in consequence of the higher 'man' value per person of the 
unchanged fiunilies, viz*, 078 as Compared with 075. 


m* 

100^ 

lao- 

160- 


I 

c 


m- 


too* 


DIAGRAM B 

Changes in Expenditure on Food per Person per Week of in Families^ 
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Expenditure in Pence 1944 

^ Outlay in Pence: 1944 horizontal, 1945 vertical. Logarithmic scales. 

Dots signify unchanged^ crosses changed faniihes. 


In Diagram B, we have employed different signs for the two types 
of families; unchanged families are indicated by dots, and changed 
ones by crosses. For all these in families — 85 unchanged and 26 
changed — the average weekly outlay on food per person was the 
same in both years, amounting to 10 shillings ii pence. 

(b) Changes in outlay on food and structure of family 
Those families whose outlay of food remained constant, whatever 
its absolute figure, will be found in Diagram B along the diagonal 
It will be noticed that the marks appear in a fairly dense scatter 
around that Une, thus indicating tliat for the majority of tlie families 
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the differences in the outlay on food, for the two periods under 
survey, were moderate. The Diagram also shows clearly that most 
of the extreme variations in the expenditure on food occurred with 
respea to the changed families, whose increase or decrease in numben 
was frequently unaccompanied by proportionate changes in income. 
This fret stands out less in the data in Table XII, in particular as 

TABLE XII 


Changes in Faod Expenditure since 1^44 


Food Expenditure 

mder 8$ 

Index of Food Expenditure per Person: 

1944^100 

i945 i 

S 5-94 

95-104 

105-114 

115-124 

125 and 








over 

Total 

per Person per Week 



Number of Families 



under 9s. ^ 

f Unchanged 
{^Changed 

2 

5 

4 

1 

4 

1 

1 


— 

n 

7 

9j.— 10s. -1 

f Unchanged 

2 

1 

4 

3 

3 

1 

14 

\^Changed 

1 

1 

1 

1 

i 

- 

S 

10s.— 11s. ^ 

r Unchanged 

1 

4 

2 

6 

- 

1 

14 

[^Changed 

1 


2 

- 


- 

3 

1. 

'd 

f Unchanged 

2 

3 

4 

2 


1 

12 

{^Changed 

- 

- 

1 

1 

- 

2 

3 

12s.— 13s. ^ 

f Unchanged 

1 

2 

5 

4 


1 

13 

Changed 

1 

1 

1 

- 

- 

- 

3 

13s.— 14s. ^ 

r Unchanged 
Changed 

1 

2 

1 

3 

2 

4 

1 

- 

12 

2 

14s. and over ^ 

r Unchanged 
^ Changed 

1 

1 

- 

1 

1 

2 

4 

2 

9 

3 

Total J 

r Unchanged 

10 

16 

23 

19 

9 

8 

85 

1 

^ Changed 

9 

4 

6 

2 

2 

3 

26 


regards increases in food expenditure, since, in order to save space, 
all the families showing an increase of 25 per cent and more, are 
summarized in one column. There were, in our sample of ill 
famihes, two changed famihes whose weekly outlay on food per 
person, in 1945, was 166 and 160 per cent respectively, of that in 
1944. The next two in tliis sequence were unchanged families, with 
and outlay on food in 1945, of 153 and 140 per cent of their outlay 
in 1944. Conversely, at the lower end, there were five changed 
famihes that in 1945 spent less than 70 per cent of their outlay on 
food in 1944, and only one unchanged family.* 

The two bottom rows in Table XII give the numbers of families 
m relation to their food expenditure per person in 1945, as compared 

^ The percentage change from 1944 to 1945 is measured by the verticid distance from the 
diagonal in Diagram B. The percentage scale is contained in the left hand scale of the 
Diagram, beginning at 100. 
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■wiA IS>44. The distribotiMi m4icates a ‘normiT pattern for the 
unchanged families. For the reasons discussed no ‘normality’ could 
be expected as regards the numbers of changed familira 
(c) Changes in outlay on food resulting from changes in supply 
Expenditure on food is, of course, die more flexible, in rcladon 
to non-food expenditure, the larger the margin available for luxuries 
and semi-luxuries. A family whose income is too low to allow for 
the purchase of anything but the bare necessities, will tend to exhibit 
for two periods with approximately identical price level, a much 
more ri^id pattern of expenditure than one that can exercise a 
certain amount of choice. The variations in the total expenditure 
of the latter type of family are likely to be the more erratic the less 
normal the conditions of supply, and semi-luxury foods — cake, the 
more expensive kinds of fish and vegetables, etc. — may be substi- 
tuted for unobtainable non-food luxuries, or, even, necessities, or 
vice versa. Wc have an indication of this in the somewhat looser 
scatter of dots — signifying unchanged families, few of which seemed 
to have experienced substantial changes in income — ^in the quadrant 
enclosing die famflics with an expenditure above the average in 
both years, while in that referring to expenditures below the 
averages it was mainly changes in the structure of a fantily that 
caused substantial alterations in the ouday on food per person. 
If, in these cases, the addition to the family was a new-bom infant, 
a decline in die standard of nutrition, as expressed in the ouday per 
person, may be more apparent than real. 

2 . The Pattern of Food Expenditure and Consumption 

(a) Changes in relative expenditure on food groups 
In Table XIII, the relative outlay on the main categories of foods 
is set out for the unchanged, changed, and new families. In the lower 
|)art are given the weekly expenditure on food per person and per 
man’, and this is compared with the corresponding total household 
expenditure. The group ‘bread and cereals’ includes flour, cake, 
biscuits, ready-to-eat breakfast cereals, rolled oats, rice, semolina, 
macaroni, and similar products. That of ‘meat and meat products’ 
comprises butchers’ meat, bacon, cooked, tinned, and potted meat, 
offals, sausages, and meat pies. ‘Fish’ refers to all kinds of fish — ^wet, 
cured, potted, fried, and tinned. ‘Dairy produce’ is taken to mean 
not only mUk, cheese, butter, and eggs — dried and in shell — ^but 
also margarine; the ‘fat’ group therefore only represents the outlay 
on lard, cooking fat, dripping, and suet. Amongst ‘other vegetables 
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TABLE Xm 

Relative Expenditure on Food Groups 


New 

Unchanged Families Changed Families Families 

ki) (*tf) 4 i 



t 944 

ms 

1944 

ms 

ms 

Bread and Cereals 

15-1 

15*4 

15*1 

16*9 

16*8 

Fats^ * 

M 

0*6 

M 

0*5 

0*7 

Meat and Meat Products 

. . 21-6 

19*1 

22*6 

20*6 

19*4 

Fish 

4*1 

5*2 

5*7 

5*4 

3*9 

Dairy Produce 

. . 21-6 

20*6 

21*6 

2M 

20*6 

Groceries 

8*9 

7.7 

8*2 

7*6 

7*6 

Potatoes 

4*8 

5*6 

4*2 

5*1 

6*1 

Other Vegetables and Fruit 

9-6 

13-2 

8*0 

10*9 

10*7 

Other Foods* 

13*2 

12*6 

13*5 

11*9 

14*2 

Total 

. . 100*0 

100*0 

100*0 

100*0 

100*0 


Weekly Expenditure on Food ofid Total Expenditure 


Food Expenditure: 

per Person 
per ‘Man* 

. , 10/11 

11/11 

10/lli 

10/4i 

10/11 

.. .. 14/3i 

14/4 

14/31 

13/11 

14/2i 

Total Expenditure: 

per Penon 
per ‘Man* 

.. .. 24/2i 

23/1 li 

20/5i 

19/8 

24/41 

.. .. 31/8i 

30/9i 

26/8 

26/4 

31/8i 


^ Cooking fats only; butter and margarine arc included under Dairy Produce. 
* Including canteen meals, meals at school, etc. 


and fruit’ are included also dried legumes, tinned vegetables, and 
dfied fruit. Sugar, tea, cocoa, jam, syrup, and honey, constitute the 
‘groceries’ group. ‘All other foods’ include all meals bought away 
fom home, besides condiments, all kinds of fancy foods, and sweets. 

It will be noticed that there occurred some sHght but distinct 
shifts in the relative outlay on some of the food groups, in the budgets 
of the comparable families — the unchanged and the changed ones. 
The most marked of these shifts is the upward movement in the 
outlay on other ‘vegetables and fruit’. It reflects the consumption 
of larger quantities of relatively expensive spring vegetables and 
salads, and does not indicate the purchase of larger quantities of 
vegetables in general. Very little fresh fruit was obtainable during 
the period of our inquiry. Outlay on potatoes was increased because 
old potatoes were scarce and new potatoes were released in larger 
quantities in 1945 than during the slightly earlier period in 1944. 
The decline in the outlay on ‘fats’ is concomitant to the reduction 
in the ration of cooking fat, which ration amounted, per person per 
week, to one ounce, in 1945, and to two ounces, in 1944. Smdler 
purchases of cooked meat, rationed or points, account for the smaller 
share in total food expenditure of the meat ’group, in 1945. 
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{b) Consumption of the main rationed foods and of milk 
Table XIV deals with the main foods — excepting the staple carbo- 
hydrate foods and vegetables — bought per ordinary ration book, 
i.e., per ration book of a person over 5 years old.^ The Hst includes, 
besides die main rationed foods, also unrationed fats and milk, of 
which latter the supply is somewhat elastic in response to demand 
during the months of June and July.* Of cheese the consumption 
is shown after deducting all specid rations allowed to heavy workers, 
the inclusion of which would, of course, distort the averages. 
Weekly milk consumption is given, first, for all mUk per person, 
and, secondly, for Government milk and school milk only, in relation 
to the number of children entitled to it. Since the school milk is 
actually consumed at school, the averages per child for this item 
are more significant than those for Government milk, which is 
received by the families at home and may or may not go entirely 
to the infants entitled to it.* 

Smaller quantities were obtained in 1945 than in 1944, of bacon, 
fats, jam, and some of the ‘points’ foods. All these changes are 
connected more or less directly "with changes in the rations allowed 
per person over 5 years old. In June and July 1945. only three 
ounces of bacon per week could be bought instead of four in 1944, 
and only one ounce of cooking fat instead of two. The combined 
sugar and jam ration in 1945 was 12 ounces per week, sugar and 
jam being interchangeable weight per weight. In 1944, the ration 
was the same if taken up in the form of sugar, but twice the weight 

^ In both, summer 1944 and 1945, a child up to the age of five could obtain no tea and was 
only allowed half of the adult meat ration. On the other band, it was entitled to a pint of 
Government milk a day, at 2 pence a pint, and to a special allowance of eggs. 

* At least for those who are fortunate enough to be supphed by a retailer whose production 
of milk is high during this period. 

* In analysing the data of milk consumption further, the dis^^uieting fact emerges that while 
the majority of the families of our .sample had a consumption in accordance with their 
nutritional needs and, m some instances, even well above normal requirements, a minority 
of families with young children was consuming decidedly too little nuik. Of the 73 famihes 
of our sample with children in receipt of Government milk, B families, including B mfants 
and 13 children of school age. had an average domestic consumption per head of fresh milk 
of under 3 pints per week, including the milk supplied under the Government scheme. 
If we omit this special milk and the infants for whom it was supplied, we find that 13 of the 
73 families bought for the other members — including 17 children of school age — ^Icss than 
2 pints per head per week. Two of these 13 families had no other fresh milk besides that 
obtained under the Government scheme. Of the remaining 82 families with no mfants, two, 
with 5 children of school age, had a domestic milk consumption of less tlian 2 pints per head 
par week, while 18, with 38 children at school, consumed over 2 but under 3 pints per head 
per week. In several families, however, a low domestic consumption of milk waa accom- 
panied by a high consumption of milk at school, the children buying at school two-thirds of 
a pint per day on five days a week. The figures of milk consumption of the families of our 
sample for 1945 arc discussed iu detail in the Appendix to Part 11 of this survey, in Bolubun, 
Voi 8, No. 3. 
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in jam. The number of ‘points’ available per person per week 
had dedined from 6 to 5, which may account fiar the decline 
in the purchases of certain points foods, enumerated in Table XIV.^ 
(c) Changes in the number of ‘points’ and the effect on demand 
The figures for cereals in Table XIV exclude roUed oats and oat- 
meal, and refer mainly to ready-to-eat breakfast cereals. It is 
interesting to find that while less of these foods were bought in 
1945 more oat products were eaten, possibly because they require 
fewer ‘points’: for a lb. of oats two ‘points’ have to be surrendered, 
while twelve ounces of breakfast cereals need four. Also, rolled 
oats are much cheaper than the breakfast cereals, of which twelve 
ounces cost approximately a shiUing, while a lb. of rolled oats costs 
3| pence; but the prices for these two types of food were the same 
in 1944 and in 1945, and arc thus unlikely to have affected die relative 
demand in 1945. The consumption of rolled oats is given in Table 
XV, together widi that of other foods that bring variety into the 
diet, and some of wliich — ^fish other than tinned fish and cocoa — 
supplement the rationed foods. The quantities are shown per 
family per week: first, in relation to those famihes only diat ptir- 
chased the particular food and, secondly, for all the families of the 
groups of unchanged, changed, and new famihes. The number of 
purchasing famihes is expressed, for each year, as a percentage of all 
the famihes in the respective group, similar to our procedure of 
calculating the percentage figures in Table VII, Part I. 

Unrationed fish was more plentiful in 1945 than in 1944, and 
more of it was bought by the unchanged famihes. Biscuits, too, 
were not so scarce as they had been in 1944, and, although rationed, 
sweet biscuits require only 4 points per lb., and the demand for 
them was, in general, still greater than the supply. Tinned milk — 
especially condensed skimmed and sweetened milk, at four ‘points’ 
a tin — could be obtained only in a few places, and was much in 
demand. Household milk was unration cd during the period covered 
by our investigation, but it was sold only in tliose shops that had 
surplus stocks left. Consumption of dried eggs had slightly declined, 
but of dried eggs and eggs in shell taken together, about as many 
were eaten in 1945 and in 1944, as is shown by the figures in Table 
XIV. Excluding the special allowance of dried eggs for young 

^ The other main rations per week, for a person over 5 years old, were, in June-july 
1945: meat, 1 shilling 2 pence wortli; tea, 2 ounces; butter (or margarine), 2 ounces; margar- 
ine, 4 ounces ; cheese, 2 ounces. Supplies of eggs varied, bat one-third of a packet of oned 
eggs— equivalent to three eggs— was available. Extra allowances of eggs were given to young 
eSndren and expectant mothers, but no adjustment has been made with respect to this in 
ealetdating our figures for Table XIV. 
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TABLE XIV I . 


W 0 ekiy C(mmmpti 0 n of foods per Adult Ratim Book 



Unchanged Families 

Changed Families 

New Families 




( 26 ) 


( 44 ) 


1944 

t94S 

tm 

ms 

ms 

Meat' 

m 

16id 

Hid. 

18d 

Ibid 

Bacon 

3*9 oz. 

2*9 oz. 

3*7 oz. 

2*5 oz. 

2*8 oz. 

Total Ration, Fats* . . 

8*0 oz. 

7*1 02. 

8*1 02. 

6*9 oz. 

7*0 oz. 

Butter only 

2*0 oz. 

2*0 OZ. 

2*1 OZ. 

2*0 oz. 

2*0 oz. 

Unrationed Fats* 

0*4 oz. 

0*3 oz. 

0*2 oz. 

0*1 oz. 

0*4 oz. 

Tea 

2*1 oz. 

1*9 oz. 

1*9 oz. 

T8 oz. 

T8 oz. 

Sugar 

8*6 oz. 

9*9 oz. 

8*2 oz. 

9*2 oz. 

9*4 oz. 

Jam^ 

5*5 oz. 

3*7 oz. 

4*8 oz. 

3*4 02. 

4*2 oz. 

Cheese 

2*0 02.6 

2*0 OZ.6 

2*0 02.® 

T9oz.« 

T8 oz.’ 

Eggs, shell* . . 

1*4 eggs 

1-8 eggs 

T2 eggs 

1*3 eggs 

1*6 eggs 

Eggs, dried® . . 

1*6 eggs 

1-3 eggs 

1*3 eggs 

1*2 eggs 

T1 eggs 

Foods Rationed on Points: 






Cooked Meat^® 

T5 oz. 

0-9 oz. 

T7 oz. 

TO oz. 

T1 oz. 

Tinned Meat 

K 

¥■. 

K 

id. 


Tinned Fish . . 

H 

Id. 

U. 

Id. 

Id 

Tinned Peas and Beans 

id. 

id. 

¥* 

id. 

id. 

Cereals^* 

2*7 oz. 

T8 oz. 

2*6 oz. 

1 *5 oz. 

1*7 oz. 

Dried Legumes^® 

1*3 oz. 

0*5 02. 

1 *3 02. 

0*5 oz. 

0*3 02 . 

Dried Fruit . . 

2*4 oz. 

2*4 oz. 

1*2 oz. 

0*9 oz. 

1 *3 02 . 

Syrup and Treacle . . 

1*2 oz. 

TO oz. 

0*8 oz. 

T1 oz. 

0*6 oz. 


Milk Consumption per Person 



Milk. totaP* . . 

5*1 pt. 

4-8 pt. 

4*9 pt. 

4*6 pt. 

4*8 pt. 

Of this: 




, 


Ordinary 

yipt. 

3-opt. 

J'l pt‘ 

i-7pt. 

ropt 

Government . . 

I'l pt 

0-9 pt. 

1*1 pt. 

1-3 pt. 

1 * opt. 

School 

o* 7 pt 

0-7 pt. 

o*5pt 

0-5 pt. 

0‘6pt. 

Tinned^^ and Household 

0*2 pt 

0*2 pt 

0*2 pt 

0-1 pt. 

0*2 pt 


Consumption of School and Government Milk 
per Child per Week 

Children under 6 .. 7*0 pt. 7*0 pt. 7*0 pt 7*0 pt. 7-0 pt. 

Child 6— 14 .. 2*5 pt. 2*4 pt. l*8pt. l*8pt. 2*0 pt. 


^ Including oiials, but excluding cooked and tinned meat products, and sausages. 

* Butter, margarine, lard, and cooking fat. * Suet and dripping. 

* Including honey and marmalade. * Excluding 6 spcaal rations. 

* Excluding 3 speaal rations. Excluding 4 special rations. 

* The figures refer to consumption per person. No correction has been made for special 
allowances for children and expectant mothers. The following numben of eggs from own 
hens are included; Unchanged families, 1944 — 0*3; 1945 — 0*6; changed families, 1944 — 0*03; 
1945-~0*08; new families, 1945-~0*5. 

• One packet of dried eggs equivalent to 12 eggs in shell. 

Including small uuantities of unrationed cooked meat. 

This group overlaps the preccdiug one. It also includes tinned mixtures of meat and 
vegetables. 

Excluding rolled oats, but including small quantities of unrationed macaroni and 
semolina. Mainly ready-to-eat breakfast cereals. 

** Beans, peas, lentils* 

The figures in this section show the total quantities of milk obtained per week divided 
by the total number of persons in the group. 

Rationed on points. The combined figures for tinned and Household milk are given 
in terms of fresh milk. 

S 
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children, the potential consumption of dried eggs per family pei 
week would have been, in 1944, for the unchangea ranilics 12*3 and 
for the changed families 16*9 eggs, and, in 1945, for the unchanged 
families 12*3, for the changed families lyi, and for die new ones 
14*6 eggs. For the latter year, therefore, the actual consumption of 
dried eggs by the 155 families of our sample amounted to less than 
40 per cent of the potendal consumption.^ Purchases of cooked 
meat, which is dear in ‘points’, costing a ‘point’ per ounce, were 
considerably lower, owing not only to a reduction in the numbers 
of families buying it, but also to smaller purchases per family. 

Dried legumes, which are also rationed on ‘points’, were appar- 
ently partly replaced by fresh peas, which were bought by most of 
the families. 

(d) The main unrationed foods 

The weekly ouday on vegetables, per ‘man’ and per person, is 
given in Table XVI. This Tabic also summarizes the consmnption 
of the main carbohydrate foods and of the two main unradoned 
sources of first class protein, viz., fish and sausages. Consumpdon 
of both these latter items was higher in 1945 than in 1944, and there 
was probably still a substandal margin of potential demand that 
remained unsatisfied because of the limited supply of these foods. 
Consumpdon of bread had remained about constant, but fewer 
potatoes, were bought. This was to be expected, since the potatoes 
eaten in Junc-July 1945, were mostly new ones, which have a small 
amount of wastage, while in 1944 the famihes bought mainly old 
potatoes, of which in early summer a large portion has to be dis- 
carded in trunmhigs and pechngs. Less flour was purchased in 1945 
than in 1944, possibly because the smaller fat ration curtailed home 
baking and made people resort more to bought substitutes for home- 
made tea fare. 

(e) Meals away from home 

The numbers of luncheons and dinners bought away from home, 
per person over 14 years old and per child, are given in Table XVII. 
It will be seen that the unchanged famihes— the most significant group 
for tliis item — show a dcchnc in the number of meals for adults 
and an increase in that of children’s meals. It is, of course, not 
possible to generalize from the data obtained for 85 families; if, 
however, they indicate typical trends it seems to imply that while 
the habit of school meals is spreading adult people tend to get some- 

^ Since then, the supply was first halved, i.e., reduced to one packet per persou every 
eight weeks, and since February 4, 1946, it has been discontinued. 
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what tired of canteen food and prefer having their main meal at 
home, when conditions allow them to do so. 

(j) Outlay on rationed and unrationed foods 
An oudine of the weekly expenditure per ‘man' on rationed and 
unradoned foods will be found in Table XVIII. The correspondence 
of the outlay on the several food categories by the different groups of 
families is striking. The reduction in the purchase of bacon, cooking 
fat, and jam, showm in Table XIV in their quantitative aspects, are 
reflected in the decrease in outlay, from 1944 to 1945, on group 
(i) in Table XVIII. The smaller number of ‘points’ available in 1945 
lead to a smaller outlay on group (2). Less on tlie average was also 
spent on milk, in summer 1945 than in summer 1944; but for this 
item the decline was small. In spite of the difference in the average 
price of potatoes bought during the periods of our survey in 1944 
and 1945 — 1^ pence a lb. in 1944, and 2^ pence in 1945^ — the changes 
in outlay on group (4) w'cre slight. Outlay on potatoes alone rose 
by approximately 18 per cent, but it represents only about 40 per 
cent of the total outlay on group (4), and there was a fall in the 
outlay on flour, owing to the purchase of smaller quantities, wliile 
that on bread had remained practically constant. In Table XVIII, 
again, the increase in expenditure on vegetables stands out. 


TABLE XVI 

Weekly Consumption of the Main Carbohydrate Foods and of Fishy Sausagesy and Fresh Fruit and 

Vegetables 

New 

85 Unchanged Families 26 Changed Famtiies Families 



per Person 

per‘ 

Man* 

per Person 

per * 

Man* 

per 

per 

*Man* 










Person 


1944 

ms 

m4 

ms 

1944 

1945 

1944 

ms 

ms 

ms 


oz. 

oz. 

oz. 

oz. 

oz. 

OZ. 

oz. 

oz. 

oz. 

oz. 

Bread 

63*6 

63*9 

83*3 

82*1 

66*5 

66*0 

86*8 

88*3 

68*5 

89*1 

Flour 

9-5 

6*9 

12*5 

8*9 

7.9 

5*2 

10*3 

6*9 

5*1 

6*6 

Cake, Buns, Biscuits 

8*9 

10*2 

11*6 

13*1 

8-5 

10*3 

IM 

13*8 

10*3 

33*1 

Potatoes, old 

55*4 

11*8 

72*5 

15-2 

52-5 

10*1 

68*6 

13*5 

23*9 

3M 

Potatoes, new 

11*6 

36*9 

15*2 

47*4 

7*8 

37*2 

10*2 

49*8 

35*5 

46*0 

Rolled Oats . . 

0*6 

1*3 

0'8 

1*7 

0*8 

0*9 

M 

3*2 

1*3 

1*6 

Fish 

4*7 

6*3 

6*2 

8*0 

6*3 

5*5 

8*2 

7*4 

4*4 

5*7 

Sausages 

3*5 

3*7 

4*6 

4*8 

3*4 

4*1 

4*5 

5*5 

3*1 

4*0 

Outlay on 

Fresh Vegetables and 

d. 

d. 

d. 

d. 

rf. 

d. 

d. 

d. 

d. 

d. 

Fruit (excL potatoes) 

10 

^Si 

is 

i9l 


X2l 

n* 

l6i 




' These are the weighted averages for old aiid new potatoes taken together. Old potatoes 
cost about a penny a lb. in both years, but new potatoes were 3| pence a lb. in 1944, and 2^ 
pence in 1945. 
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TABLE xvn I 


iMmheom md THnners awayfiom Home 






Average Price 

Group of 

No, of Meals per Week 

per Meal Bought 

Families 

per Adult 

per Chad 

Adult 

Child 


bought 

fiee 

d. 

d. 

Unchanged 




1944 

0-99 

1-20 

0*16 

12i 

5 

1945 

0-77 

1*45 

0-17 

12f 

Si 

Changed 




1944 

0-83 

171 

0-08 

15 

4} 

1945 

0'87 

1-34 

— 

14i 

5 

New 





1945 

M7 

0-96 

0-21 

14i 

4i 



TABLE XVni 





Expenditure 

on Rationed and Unrationed Foods 
Per * Man* per Week 





Unchanged Famibes 

Changed Families 

New 

Families 


i944 

ms 


ms 

ms 

(1) Specifically Rationed Foods^ 

4/10i 

m 

4/10 

4/Si 

4/4 

(2) ‘Points’ Rationed Foods 

1/lJ 

V- 

1/2 

-/lOi 

-mi 

(3) AU Milk* 

1/1 u 

vn 

1/11 

l/9i 

vm 

(4) Bread, Flour, Potatoes 

1/11 

i/iii 

1/9| 

1/lOi 

2/1 

(5) Fresh Vegetables and Fruit . . 

1/1 

m 

-/IH 

1/4J 

l/4i 

(6) Other Foods* 

3/4i 


3/7i 

3/6i 

m 

Total (1)-- (6) 

14/3i 

14/4 

14/3f 

13/11 

14/2J 


^ Including all meat offals. 

* Including dried Household milk and tinned milk, the former actually belonging, in 
1944, to group (1) and the latter, in both years, to group (2) . 

® Including wet fish, kippers, and fried fish, sausages, cake and buns, cocoa, unrationed 
fats, meals bought away from home. 


3. Changes in Nutritional Intake 
(a) The standards applied 

That the decline in purchases of the foods in groups (i), (2), and 
(3) — a decline brought about cither by direct changes in rationing 
nr, as regards milk, by a reduced supply of the Tree' market — ^had 
iome effect on the average nutritional intake, is borne out by the 
Figures in Table XIX. This Table shows the intake of calories and 
protein per ‘man’ per day, calculated, first, by means of the scales 
iscd by us since the beginning of this survey, in 1940, and, secondly, 
3y those supplied to ns in 1943 by the Ministry of Health. Both 
:hese sets of scales comprise ‘man’ values and nutritional values of 
Foods. The scale of war-time food values evolved by the Ministr)^ 
:>f Health has now been superseded by a set of Tables published by 
the Medical Research Council,^ but, except for very detailed calcu- 

^ War Memorandum No, 14 (H,M. Stationery Office). 
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T^LE XIX 

Nutritional Intake per *Man' per Daf 


Institute Scale Ministry of Health Scale 

(Gross lvalues) (Net Plaines) 




Calories 

Protein 

Calories 

Protein 




(grammes) 


(grammes) 

Average Requirements: 


3300 

100 

3,000 

70 

Intake: 



Total 

Animal 


Total Animat 

Unchanged Families 

■ 1944 . 
1945 . 

, 3,700 
. 3,400 

117 

no 

55 

53 

3,400 

3,200 

95 43 

89 41 

Changed Famihes 

■ 1944 . 
1945 . 

. 3,600 
. 3,300 

118 

no 

57 

53 

88 

91 42 

85 39 

New Famihes 

’ 1945 , 

.. 3,400 

no 

52 

3,100 

87 40 


lations, the older scale is sufEcicntly precise, and in order to preserve 
the continuity of our scries we abide by the Ministry of Health 
scale. The *man^ values referring to that scale will be found in 
Table XX, together with the ‘man* values of the Institute of Statistics 
scale. These latter values have been employed by us throughout 
this paper for evaluating die relative cost of maintenance within 
the family of a person of a given age and sex group; the Ministry of 
Health scale has been used only, beside our own scale, for calculating 
the average nutritional intake, for which it provides a gauge more 

TABLE XX 
Scales of * Man* Values 


Institute of Statistics Scale Ministry of Health Scale 





Calories 

Protein 

Adults and Juveniles: 


Age Groups: 



Male, ‘14+ 

.. +00 

21 +, male 

1-00 

TOO 

Feiiialc, 14+ . . 

.. 0’85 

21 +, female 

0-83 

0-86 



17—21 

1-(X) 

1*29 

Children: 


15—14 

1-00 

1-43 

10---14 . . 

.. 0-70 

12—15 

0*97 

1-36 

6-9 

0'60 

7—12 

0*70 

0-93 

3— 5 .. 

.. 0-50 

3—7 

0*50 

0*71 

under 3 

.. 0*33 

1—3 

0-37 

0*60 



6 — 12 months 

0-27 

0*33 



0 — 6 months 

0-20 

0*26 


precise than our scale. It should be noticed that the figures of nutri- 
tional intake in Tabic XIX refer to gross requiremeitts and gross 
intake with respect to the Institute of Statistics scale, while the 
figures relating to the Ministry of Health scale give net values. 

{b) Significance of the changes 

The decline in calorific int^e and in the intake of second-class 
protein revealed by the figures in Table XIX is of minor importance. 
In part it is only apparent, reflecting the smaller quantities of— 
mainly new — potatoes purchased in 1945, of wliich, however, 
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probably much less was wasted than of the potatoes bought during 
our survey in 1944, which were mostly old ones. In any case, so 
long as bread and flour are unrationcd and cheap, no real shortage 
in calories can occur, whUe a shortage of second-class protein is, 
at least, very unlikely. But there were small yet significant reduc- 
tions in the intake of animal protein, although its average supply was 
still ample for a satisfactory nutrition. 

It certainly was by no means impossible to feed a family in a 
satisfactory way on a small outlay, in summer 1945. Indeed, 
differences in the expenditure on food per ‘man’, unless they are 
either very substantial or else result from expenditure on good 
canteen meals, may make very little difference to the intake of first- 
class protein, so long as the main sources of first-class protein are 
rationed and firesh herrings about as plentiful as die more expensive 
kinds of unrationcd fish.'^ Still, the reduction, from 1944 to 1945, 
of die bacon ration and the reduction in the number of ‘points’ 
widi which first-class protein foods might be bought, is Hkely to 
have widened the margin of potential malnutrition, for famihes 
and for individuals within the families. For apart from the direct 
curtailment of these foods, the duller the menu the greater the 
likelihood that it will be rejected in part by members of the family, 
so that a dietary which gives satisfactory figures of nutritional intake 
on the average may yet result in practice in unsatisfactory nutrition. 
Moreover, the smaller the total amount of such first-class protein 
foods as meat, cheese, and also, eggs in shell, available to a family, 
the greater the danger that the hon’s share of these ‘tasty’ foods 
will go to the adult male earners, while — partly from necessity and 
pardy from choice — the housewife and the junior members will 
subsist largely on starchy and sugary foods. From 1943 to 1944, our 
surveys had suggested an upward trend in the intake of animal 
protein, although the absolute figures obtained by us for the whole 
sample in 1944 were sUghtly below drose given in Table XIX, 
owing to shght differences in the structure of the samples for the 
two years. 

^ The amount of animal protein available in a family per ‘man’ is, under conditions of 
rationing and generally restricted supply, aifected mainly by three factors: die housewife’s 
sidll of catering, the family’s taste, and the structure of the family. In order to sec the 
importance of diis last point it must be remembered that a new-born child is entitled to the 
same food radom as an adult man, with the exception of half of the meat ration, which 
reduction, however, is much more than counterbalanced by the special allowance of milic 
and eggs to infants* A family with several young children is therefore able to obtain a con* 
sidqrftbly larger amount of animal protein per ‘man* than a family that has no yoiuig children* 
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CONCLUSION 

In summarizing this survey the following main results of our 
analysis emerge: 

In our sample for 1944, some indication was shown of a rise in 
individual earnings since 1943, but no inaease was evident in com- 
paring the figures at our disposal for both 1944 and 1945. Total 
household expenditure, too, showed very little change, and average 
expenditure on food had also remained practically constant. 
Further, average ouday on ‘miscellaneous’ items purchased out of 
housekeeping money was nearly identical for both years, for die 
two groups that allowed of a direct comparison of the household 
accounts for 1944 and 1945. The most marked variations occurred 
in the average ouday on clothing and on fuel and Hght; but the 
absolute figures involved were fairly small, and we are in no 
position to offer a satisfactory explanation as to what caused these 
changes. As regards the outlay on clothing disbursed by the house- 
wife, it may have been merely accidental fluctuations, while the 
figures for fuel and light point to a reduction in the purchases of 
coal, which may have been due to the supply position prevailing 
during our period of sampling. A number of famihes profited by 
the more normal conditions in summer 1945, as compared with 
summer 1944, by finding cheaper housing accommodation. These 
differences in the cost of housing, for the group of chanj^ed famihes, 
are the only reflex thrown by the changes in the general situation 
firora summer 1944 to summer 1945, on the general structure of 
the household accounts for the two years. 

The standard of nutrition in 1944 was about maintained, though 
a shght downward trend in die average intake of animal protein 
was indicated, mainly, it seemed, as a result of shght reductions in 
the food rations in summer 1945, as compared with summer 1944. 



PROPER NUTRITION AT LOW COST 
by T. Schulz 

Prom Bulletin, Vol. 7, No, 17 (Dec. 15, 1945) 
Introduction^ 

W HEN, after tlie outbreak of the War, supplies of food were 
restricted and their distribution controlled by means of ration- 
ing, it became evident that changes in the total cost of food of a family 
were no longer revealed by the Ministry of Labour Cost of Living 
Index, which, indeed, had already been out of date before the war. 
The range of foods included in that Index is small, and essential items, 
such as fruit and vegetables other than potatoes, are altogether 
omitted. Moreover, it was now no longer consumers’ choice that re- 
gulated the relative demand for the several foods but the pohey of die 
Govemmait and the general flow of supply under a system of rapid- 
ly expanding price control. The rations allowed of individual foods 
were adjusted from time to time, and it became necessary sometimes 
to substitute one food for another. Thus, die total cost of food 
was affected according to whether the rations of relatively cheaper 
or of dearer foods had been increased or diminished, altliough no 
change might have occurred in the actual prices. Luxury foods largely 
disappeared out of the sight of the ordinary' shopper, but the same 
phenomenon could be observed with respect to the cheapest foods 
that before the war formed part of the staple diet of poor families. 
Prices, in general, setded down close to die controlled maximum 
prices. All these influences together produced a tendency for the 
cost of food to decline — ^as compared with its pre-war cost — ^in the 
case of famiUes with a pre-war expenditure on food well above the 
general average, and to rise in that of families whose expenditure had 
been well below it. 

This latter point was of considerable practical importance; for a 
Just distribution of food under conditions of scarcity is attainable 
only if everybody has the means of buying what he is permitted to 
buy. The problem, therefore, arose: what is die minimum cost of a 
satisfartory diet, and how does this cost respond to inevitable changes 
in supply? 

^ This Introduction was not included in the original article. 

273 
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In die Spring of 1941 we marie an attempt to supply an answer to 
this question. Our task was simplified by the fact mat rationing as 
well as price control were instituted on a national basis : rations were 
the same everywhere and prices very nearly the same. We thus 
compiled a ‘human needs’ diet that could be purchased by a housewife 
in Oxford, on the assumption that, at about the same cost, a diet of 
similar nutritional value would be obtainable in aU parts of the 
country, although its composition might reflect local supply con- 
ditions and feeding habits. Our starting point was the ‘human needs’ 
diet for a family consisting of husband, wife, and three children, set 
out by Mr. S. Rowntree in the revised edition of his book. The Human 
Needs of Labour. This edition was published in 1936, and researches 
into nutritional requirements had since made some progress. It there- 
fore seemed necessary to us to allow for a larger consumption of 
milk in a ‘human needs’ diet, and, further, to suggest the use of fresh 
full cream milk instead of skimmed tinned milk, which latter had, in 
any case, become very scarce by that time. Other alterations in the 
pre-war diet were necessary so as to take account of the introduction of 
rationing and of the general scarcity of many foodstuffs. The 
minimum cost per week of a diet for a family of five persons was then 
found to be 33 shillings, in March- April, 1941. This was 27 per 
cent above the cost of a diet of similar nutritional value in August, 
1939.^ During the same period, the Ministry of Labour Index of food 
had risen by 23 per cent. 

The movements m the cost of a ‘human needs’ diet since April, 
1941, as calculated by us every six months, and the corresponding 
changes in the Ministry of Labour Index of food are given in Table A. 
It will be seen that apart from seasonal fluctuations, owing to 
the fluctuations in the prices of vegetables other tlian potatoes, the 
cost of the ‘human needs’ diet indicated a steadily upward trend until 
April, 1944. Since then it has settled down at nearly 10 per cent above 
its cost in April, 1941 , or 39 per cent above its pre-war figure. During 
the same period the Ministry of Labour Index has shown, first, a 
decided downward swing, and then, since November, 1943, a 
tendency to get stabilized at its value in April, 1941, that is, at 23 per 
cent above its pre-war value.' 

^ This estimate is based on the cost of the minimum diet for a male adult as suggested by 
the B.M.A. m 1933, adjusted for changes in the cost of food from 1933 to August, 1939, 
according fo the Ministry of Labour Index. In 1933, the diet per adult male would have cost 
5 j. lid. per week, and in August, 1939, approximately 6^. lid., or, for a family of 3*75 ‘men* 
—the standard family assumed by Me. S, Rowntree— just under 26s. 
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TABLE A 

COST Of A ‘human NBBOS* DIET AND MWISTIY Of LABOUH COST OP POOD INDEX 

(t) WeiMy Cost of a *Humm Needs* Diet for 5 Persons 

s94^ 1942 194} m4 ms 

s. d, s. d. s, d, s, d. s. d* 

April 33 0 34 0 34 11} 37 1} 36 1} 

November 32 10} 33 2 } 35 6 } 36 4} 36 1} 

( 2 ) Index of Cost of * Human Needs* Diet (Aprils 1941 ^ too) 

i94t S942 ms 1944 ms 

April too 103 106 112 109 

November 100 101 108 110 109 

(3) Ministry of Labour Cost of Food Index (April, 1941 = 100 ) 

mt m^ i943 i944 ms 

April 1st 100 94 97 99 99 

November 1st 91 % 99 99 100 

The following article, wliich is reprinted from the Bulletin, Vol. 7, 
No. 17, deals with our survey in November, 1945. 

Our tenth half-yearly survey of the cost of a ‘human needs’ diet 
in Oxford was undertaken in November, 1945. We have again 
calculated the weekly cost of an inexpensive diet of reasonable variety 
for a family consisting of husband, wife, one child between 5 and 7, 
and two children between 7 and 12 years old. Thus, all three children 
would be entitled to milk at school, at a halfpenny for a third of a 
pint, but the family would not receive any cheap milk at home under 
the Government scheme. 

From April, 1945, to November, 1945, the Ministry of Labour 
Index of the cost of food had risen by o*6 per cent, owing to the rise 
in the price of potatoes. Nevertheless, the cost of our ‘human needs’ 
diet (diet A) has remained constant at 365. \\d. perweekfor the family 
of five persons, for the increase in the price of potatoes was more 
than counterbalanced by the seasonal fall in the prices of other 
vegetables, wliich arc not included in the Ministry of Labour Index. 
Indeed, were it not for changes in the outlay on other foods, there 
would be a reduction of 6^ pence, exactly as much as the rise in the 
cost of potatoes. It "will, however, be seen from Table I that this 
surplus is absorbed. 

In calculating the outlay on diet A we have assumed a few items to 
be purchased in quantities larger than those shovm in our diet schedule 
and carried over two or more weeks; this appUes to jam, syrup, 
haricot beans, and household milk. We do not, however, suggest 
that potatoes and flour should be bought in bulk, although that would 
reduce their average prices, since a family with a snull weekly income 
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may not be able to do this and, moreover, may lack the necessary 
storage facilities. 

Between April and N ovcmber , the rations ofbacon and cheese were 
altered, that ofbacon being reduced from 4 to 3 oz.^ and that of cheese 
being increased from 2 to 3 oz.* per person per week. Household 
milk, wliich in April, 1945, was no longer issued imder the rationing 
scheme but could be bought freely in Oxford, since substantial stocl^ 
were left in the hands of the retailers, was again rationed in November, 
at a tin — equal to 4 pints of skimmed liquid nulk — per ration book 
every eight weeks. Thus, a family of five persons was able to obtain 
per week the equivalent of 2J pints of skimmed milk in November, 
while in April we had allowed 4 pints of it in the weekly diet. Tinned 
herrings and pilchards were no longer plentiful and could be found 
only in some shops. We diercfore omitted this item from our basic 
diet A and suggested instead the addition of 2 lb. of fresh herrings, 
8 oz. of pork sausage meat — the cheaper beef sausage meat being 
almost unobtainable — and 4 oz. of haricot beans. Apples arc in season 
in November, and we included in diet A 8 oz. of cooking apples 
and an additional 4 oz. of dried fruit, thus raising the total amount of 
dried fruit to 12 oz., instead of improving the winter diet by i lb. of 
cooking apples, as we suggested in November, 1944. Cooking 
apples seem to be consumed mostly stewed with a little sugar, and only 
occasionally to be made up into dumplings or steamed pudding, or 
even apple tart. Yet it is essential that a sufficiency of calorific food 
should be offered to the children in an appetizing form, and puddings 
made with dried fruit arc a good way of doing this. 

The price of bacon rashers underwent no change from April to 
November, but cheap rashers at is. 6d. a lb were only occasionally to 
be had, and we therefore raised the price per lb. in diet A to is. 9a. in 
November. The famihar brands of cocoa sold everywhere at 9|d. for 
^ lb., and in many shops no other cocoa was to be had, although in 
the centre of the town and in two outlying districts cocoa, which made 
an excellent beverage, was on sale at is. id. and is. 4^. alb. In general 
the impression was gained that as a result of the relative shortage of 
goods housewives give preference to the higher priced foods, many 
being firmly convinced that a higher price always implies higher 
nutritional value. This attitude becomes especially obvious as regards 
the purchase of meat. To*this point we shall return further below. 

In some places cabbage was only sold at the maximum price of 3d. 
a lb. In these instances me proportion of wastage was small, and since 
^ From May 27tii. • From November 11th. 
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TABLE I 

WBIOKXY ‘human NBEDS* DIBT FOR A FAMHY OF 5 PERSONS 


t>iet A 

Quantity 

Price 

I Changes since 



p Unit^ 

April, ms 






{Quantity ^Outlay* 



r. 

d. 

s. 

d. 

{a) Itadoned Foods; 1, Meat 

71b. 


1(F 

. . 


2. Bacon 

15 oz. 

1 

98 

— 5 oz. — 

2l 

3. Margarine 

1 lb. 14 oz. 


9 



4. Lard 

10 oz. 


9 



5. Sugar 

3 lb. 8 oz. 


4 



6a. Jam 

4 oz. 

1 

0 



6b. Syrup 

lib. 


8* 



7. Tea 

8 oz. 

2 

8 



8. Cheese 

15 oz. 

1 

1 

-F 5 oz. 4- 

4 

9a. Eggs, shell 

1 egg 


2 



9b. Eggs, dried 

IJ pkt.» 

1 

3 



10, Herrings, tinned 



10 

— 2dns^® —jf 

S 

11a. Lentils and Peas, spht 

11b. 


5 



11b. Haricot Beans 

1 lb. 4 oz. 


6 

4- 4 oz. 4- 

ti 

12. RoUedOats 

2 lb. 8 02. 


3i 



13. Dried Fruit* 

12 oz. 


9 

4* 4 oz. 4- 

4 

14. Household Milk 

l tin’ 


9 

- 1 tin - 

3i 

Outlay on Group (a) 


i8 

4 

— 1 

H 

(b) Liquid Milk: 15a. Ordinary 

14 pt. 


4i 



1 5b. School 

5 pt. 


li 



Outlay on Group (h) 


5 

toi 

.. 

(r) Unrationed Main Carbohydrate Foods: 






16. Bread 

18 Ib. 


2i 



17. Hour 

31b. 


3 

.. 4- 

Oi 

18. Potatoes 

211b, 


1* 

. + 

6 

Outlay on Group (c) 


6 

ti 


H 

(<f) Vegetables (exclusive Potatoes ) ; 






19a. Swedes 

3 lb. 8 oz. 


H 

1 ‘ ) 

'7JL 

19b. Carrots 

3 lb. 8 oz. 


ij 

i . . t 


19c. Cabbage 

71b, 


2i 



toi 

Outlay on Group (d) 


2 

3i 

— 1 

t 

(e) Otlier Foods: 20a. Macaroni 

8 oz. 


n 

j 


20b. Semolina 

1 lb. 8 oz. 


4 



21, Cocoa 

4 oz. 

1 

7» 

1 .. + 

4 

22. Condiments 



4 



23. Cooking Apples 

8 oz. 


6 

4* 8 oz. -F 

3 

24. Herrings, fresh 

21b. 


7 

+ 21b. f I 

2 

25. Pork Sausage Meat 

8 02. 

1 

1 

4- 8 02. 4- 

H 

Outlay on Group (e) 


3 

6 

4- 2 

ef 

Total Outlay on Diet A 

36 

u 



^ Eggs, in shell, price per egg; dried eggs, price per packet; tinned fish, price per tin; 
household milk, price per tin; other milk, price per pint; condiments, total outlay; all other 
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die nutritional values dven in Table IV assume it to be 30 wr cent of 
tbc total we felt justified m including in diet A 7 lb. at the cheaper 
price at 2\d. a lb., which could be replaced by 5 -8 lb. at 3d. a lb. widi 
only 16 per cent wastage. 

Diet A assumes that all the family’s rations are bought, excepting 
only oz. of tea. Margarine is substituted for butter, and a| of the 
‘points’ remain unused. The total expenditure of ‘points’ in diet A 
vdll be found in Table II. The number of ‘points’ available per week 

TABLE n 

POODS RATIONED ON ‘POINTS’ IN ‘HUMAN NEEDS* DIET A 



Quantity 

Points 

Syrup 

lib. 

8 

Lentils and Peas 

11b. 

2 

Haricot Beans 

1 lb. 4 02. 

li 

Rolled Oats 

21b. 8oz. 

5 

Dried Fruit 

12 oz. 

6 

Total Points used 


22i 

Total Points available 


25 

Points left over 


21 


had fallen from 6 to 5 per person, since May 27. In April, 24 ‘points’ 
would have been needed for diet A, which included 2 tins of herrings, 
at 2 ‘points’ a tin. In November, the herrings arc omitted, but 2^ 
‘points’ would be required for the additional purchases of 4 oz. of 
dried fruit and 4 oz. of haricot beans. Few housewives, however, 
would like to forgo the use of some of the ‘points’; besides, most 
housewives, irrespective of their housekeeping money per head, are 
strongly disinclined to buy meat at as low a price as lod. a lb. on tlic 
average, and additional ‘points’ foods may help to compensate for die 
smaller quantity of meat thus obtained per ration.^ 

We have therefore suggested in Table III two modifications of 
diet A, calling these diet B and diet C. Bodi these diets utihze all the 
‘points’ available to the family. From diet A is deducted i lb. 3 oz. of 
meat, so that the average price of meat is raised from lod. to a 
shilling a lb. The total outlay on it remains the same. We have 
further reduced diet A by 4 oz. of haricot beans, assuming diat diey 
would have been used with cheap stewing meat. In both diet B and 

foods, |)ricc per lb. * Average price. * In April, 1945, rashers of American bacon could be 
bought at ts. 6d. per lb. * Bought in 2 lb. container. ^ One packet equivalent to 12 shell 
eggs. • Seedless raisins, sultanas, stoned dates. ’ One tin equivalent to 4 pints of liquid 
skimmed milk. ® 8d. for 7 lb. • Bought in | lb. tin. In April, 1945, the price of the 
cheapest cocoa that was generally available was is. 2d. a lb. One tin containing 15 oz. 

* is, 2d. worth per week. 
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TABLE HI 

WBEKiy tow COST DIBXS FOR A FAMIIY OF HVB mSONS 
Diets B and C 


Quantity Outlay ^Points" Value 

s. d. 

Diet A 36 IJ 22i 


Excluding: 

Meat 

Haricot Beans 

lib. 3oz. 

4 oz. 

1 

ii 

i 

(-) 


li 

i 

(1) Including (Diet B) : 

Pilchards, plain 

1 tin 

9 

3 

Bread 

9 02 . 

If 


{+) 


lOi 

3 

Total Outlay on Diet B 


36 lOi 

25 

(2) Including (Diet C) : 

Kippers 

lib. 

10 


Biscuits, sweet 

12 oz. 

9 

3 

(+) 


1 7 

3 

Total Outlay on Diet C 


37 7 

^5 


^ No change in outlay: average cost of meat raised from tOd. to a lb. 

diet C, the loss of meat is made good by fish, in the former by a tin 
of pilchards and in the latter by a Ib. of kippers. Additional calories 
are obtained in diet B from 9 oz, of bread and in diet C from 12 oz. 
of sweet biscuits. These latter may be considered a reasonable luxury 
for a family with young children. If, instead, bread were eaten, diet 
C would cost about i^a. more than diet B ; but in that case the family 
would only spend 22 instead of 25 ‘points’ per week. Biscuits were 
still scarce in Oxford, and people queued for them. Quite good ones 
could be bought at lod. a lb. in all parts of the town, although not in 
all shops selling biscuits. Nevertheless, a housewife wanting biscuits 
rarely inquires after the price but rather considers the length of the 
queue and the time at her disposal. We have therefore assumed that 
she will have to pay on the average a s hillin g for a lb. 

In general it was again possible for a particularly careful shopper to 
save a few pence on any of the three diets. Some housewives could 
obtain bacon at a lower price, and some could buy 2 lb. of good 
plum jam at is. io|d. But for these foods the housewife is tied to the 
retailer with whom she has registered. Foods that are rationed on 
‘points’ may, however, be bought from any grocery shop. Of these 
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foods, rolled oats could be found at 3d. a lb., haricot beans at $d, a lb., 
and sultanas and stoned dates at j^d. a lb. 

Since our last survey in April a Memorandum on ‘Nutritive Values 
of War-time Foods’ has been published as a White Paper.* For the 
present article we have made use of this publication, in lieu of the 
provisional data of war-time food values that we obtained from 
the Ministry of Health. The figures underlying our main calculations 
ofnutritional intake in this article are set out in Table IV. It shows the 
net values per unit as purchased, that is, the gross values of nutriment 
contained in any food item minus the average proportion of wastage, 
as given in the last column of Table IV. Protein is measured in 
grammes; calcium, iron, and vitamin C in milligrammes; vitamin Bi 
in microgrammes;® vitamin A in International Units. In order to 
obtain the approximate total of vitamin A potency of a diet, the 
Memorandum suggests that the figures calculated for carotene (marked 
(c) in Table IV) should be divided by 3 before adding them to the 
values of pre-formed vitamin A, ‘but it is stressed that this procedure 
is provisional and subject to revision’.® A deduction of 15 per cent 
of the total content of vitamin Bj of a diet is considered necessary 
so as to allow for losses of this vitamin through cooking. ‘For vitamin 
C, the percentage loss during . . . domestic cooking may be taken 
as 75 for green vegetables and 50 for other vegetables, but with 
modern ‘conservative’ cooking it will be Icss’.^ None of these correc- 
tions for vitamin potency are included in Table IV ; the adjustments 
there only allow for the presence of inedible matter in the particular 
food. We have, however, made all the suggested deductions for 
vitamins in calculating the data for Tables VII, VIII, and IX. 

The nutritional values given for meat in Table IV call for a brief 
explanation . They are somewhat vague approximations, made on the 
assumption that the housewife buys meat of a rather poor quality — 
not necessarily the result of buying ‘cheap’ meat.® Indeed, if she 
purchased all her meat ration in the form of imported breast of 
mutton, at ^d. a lb., she would obtain two and a half times as much 
in quantity, while the increase in nutrients derived from meat would 
be as follows : calories 3 -9 times ; protein 2- 1 times ; calcium 3 • 8 times ; 
iron 1*8 times; vitamin A 2*5 times; vitamin Bj 4*9 times. On die 

^ Medical Research Council War Memorandum, No. 14 (H.M. Stationery Office). 

* A milHonth part of a gramme. * Op. dt, p. 4, * Ibid., p. 5. 

* The average values per oz. in the Memorandum for all cuts of meat are: beef, 66 calories, 
protein 4 gm, calcium 3 mgm, iron I mgm, vitamin A 12 I.U., vitamin Bi 12 microgm; 
mutton and lamb, 73 calories, protein 3*4 gm, calcium 3 mgm, iron 0*5 mgm, vitamin A 12 
I,U., vitamin Bi 39 miaogm. 
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TABLE IV 

tnmtntvB tai.ob$ ot foods 
Met Values per Unit as Pmchased 

Deduet^ 

VitOr- Vkth Vita^ tions 





Protein 

Caldum 

Iron 

min A 

minSi 

min C made for 


Unit 

Calories gtn. 

mgm. 

mgm. 

LU.* 

micro. 

mgm. 

Now- 








gm. 


Edibk 









Portion 

Meat** 

02 . 

60 

3*4 

2-0 

0*7 

12 

20 

— 



Bacon, streaky 

02 . 

129 

2*2 

3*0 

0*3 

— 

110 

— 

9% 

Margarine 

02. 

218 

— 

1*0 

0*1 

568 

— 

— 


Lard 

02. 

253 

— 

— 

— 

— 

— 

— 


Sugar 

02. 

108 

— 

— 

— 

— 


— 


Jam 

02. 

71 

0*1 

3*0 

— 

6(c) 

1 

0*6 

— 

Syrup 

02. 

81 

0*1 

7*0 

0*4 


— 

— 


Obeesc 

02. 

117 

7*1 

230*0 

0*2 

369 

9 

— 

— 

Eggs, shell 

egg 

78 

6*2 

30*0 

1*3 

500 

74 

— 

12% 

Eggs, dried 

egg 

68 

5*4 

25*8 

1*3 

355 

48 

— 

— 

Herrings, tinned 

02. 

55 

6*0 

28*0 

0*4 

9 

— 

— 

— . 

Lentils and Peas* 

02. 

83 

6*7 

12*3 

1*7 

43(c) 

128 

— 

— 

Haricot Beans 

02. 

71 

6*1 

51*0 

1*9 


128 

— 

— 

Rolled Oats 

02. 

111 

3*4 

16*0 

1*2 

— 

128 

— 

— 

Dried Fruit* ® 

02. 

63 

0*4 

16*0 

0*4 

17 (c) 

— 

— 

— 

Household Milk 

pint 

194 

20*4 

696*0 

0*6 

18 

222 

4*0 

— 

Liquid Milk 

pint 

340 

18*0 

680*0 

0*6 

600* 

260 

6*0 


Bread 

02, 

70 

2*4 

17*0 

0*3 

— 

42 

— 

— 

Flour 

02, 

98 

34 

23*0 

0*5 

— 

69 

— 

— 

Potatoes 

02. 

16 

0*4 

2*0 

0*1 

— 

26 

4*0 

25% 

Swedes 

02. 

4 

0*2 

10*0 

0*1 

— 

7 

7*0 

35% 

Carrots 

02. 

5 

0*2 

11*0 

0*1 

4544 (c) 

14 

2*0 

20% 

Cabbage 

02. 

5 

0*3 

13*0 

0*2 

179 (c) 

15 

14*0 

30% 

Macaroni 

02. 

96 

3*0 

7*0 

0*4 

— 

21 

— 

— 

Semolina 

02. 

96 

3*0 

5*0 

0*3 

— 

26 

— 

— 

Cocoa 

02. 

125 

5*8 

14*0 

4*1 

43 (c) 

34 

— 


Cooking Apples 

02. 

8 

0*1 

1*0 

0*1 

9(c) 

10 

1*0 

20»4 

Herrings, fresh 

02. 

23 

2*7 

17*0 

0*3 

26 

2 

— 

40% 

Pork Sausage Meat 

02. 

73 

3*0 

9*0 

0*3 

— 

48 

— 

— 


^ Average values. 

* The figures arc given for cuts of low nutritional value, of beef and mutton. 

® Seedless raisins, sultanas, stoned dates. 

* A (c) after the figures in this column denotes carotene. 

® From 400 to 800 LU., depending on the feeding stuffs of the herd. 

* According to cut. 

other hand, for dicap stewing beef only, at i od. a lb. , the relative figures 
of nutritional values, as compared with the average figures used for diet 
A, would be : calorieso*6 times; protein 0-9 times ; vitamin Ao’ ytimes ; 
vitamin Bi 0*7 times; for calcium and iron they would be unity. If 
it were possible for the family to obtain a double meat ration, and they 
spent the whole amount — iis. 8d. — on best frying steak, they would 
increase the nutritional values derived from meat in diet A by much 
less than by spending only half of it and laying this money out on breast 
of mutton; for the improvement would amount to this: calories, 
calcium, and iron, 1-5 times; protein, vitamin A and vitamin Bj, 

T 
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TABLE V 

CALOIIES AND motm IN ‘HUMAN NBBDS* DIET A 


Cahries: Per Cent of Total 

j Proteins ; Per Cent of 

Total 


April 

November 


April 

November 


1945 

ms 


ms 

ms 




Animal Protein: 



Bread and Hour 

31 3 

31*3 

AH Milk* 

15*7 

14*8 

Margarine and Lard 

11-4 

11*4 

Meat 

14*1 

14*4 

Meat 

8*5 

8*5 

Herrings, tinned 

6*7 


Fresh Milk 

8-1 

8*1 

All Eggs 

3*2 

3*3 

Sugar 

7-6 

7*6 

Cheese 

2*6 

4*0 

Potatoes 

6-8 

6*8 ! 

Bacon 

1*6 

1*2 

Rolled Oats 

5*6 

5*6 

Herrings, fresh 

— 

3*3 

Macaroni and Semolina 3*9 

3*9 

Sausage Meat 

— 

0*9 

Bacon 

3*3 

2*4 




All 

3-1 

3*5 




XaIX i^cgumca 




Jam and Syrup 

2-0 

20 

Vegetable Protein : 



Herrings, tinned 

2*0 

— 

Bread and Flour 

31*7 

32*3 

Cheese 

1*5 

2*2 

' All Legumes^ 

7*6 

8.7 

All Eggs** 

1*4 

1*4 

I Roiled Oats 

5*0 

5*1 

Vegetables (cxcl Potat) 1 *3 

1*3 

Potatoe.s 

5*0 

5*1 

Household Milk 

1*0 

0*6 

Macaroni and 



Hemngs, fresh 

— 

1*0 

Semolina 

3*6 

3*6 

Sausage Meat 

— 

0*7 

Vegetables {ex cl. 



All other foods 

1*2 

1*7 

Potatoes) 

2*1 

2*1 




Cocoa 

0*9 

0*9 




All other foods 

0*2 

0*3 

Total 

100*0 

100*0 

Total 

100*0 

100*0 


^ Lentiis, peas, haricot beans. * One in shell and 15 dned eggs. 

® Including dried Household milk 


I -2 times. On the whole, beefis die least economical meat from the 
nutritional view-point, and mutton the most economical, if we 
compare cuts of similar culinary value. 

The data for bread and flour in Table IV refer to calcium- 
fortified ‘national’ flour of So per cent extraction, as used in the 
ordinary loaf in 1945. For calcium-fortified flour of 85 per cent 
extraction — the national’ flour of 1943 — the figures are approxi- 
mately the same for calories, protein, and calcium. For iron they 
would be about two-fifths and for vitamin Bi nearly one-quarter 
above those given by us for bread and flour. 

The relative net intake of nutriment from diet A is set out in Tables 
V, VI, and VII, Table V surveying the calorific intake and the intake 
of protein. Table VI that of the minerals calcium and iron, and Table 
VII that of the vitamins A, Bj, and C. These three Tables arc arranged 
in such a way that nutriment derived from foods that are culinary 
as well as nutritional substitutes appears in one total: thus, dried 
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TABU VI 


CAtCftJM AND mON IN ’HUMAN NEEDS* DEBT A 


Cakkm: Per Cent ef Total 

1 Iron : Per Cent of Total 



April 

November 


April November 


ms 

ms 


ms 

ms 

mum 

50-6 

47 0 

Bread and Hour 

24*3 

23*8 

Bread and Hour 

194 

19*3 

Meat 

17*2 

16*9 

Cheese 

74 

IM 

All Legumes* 

12*7 

14*1 

Cabbage 

4*7 

4*6 

Rolled Oats 

10-5 

10*3 

Swedes and Carrots 

3*8 

3*8 

Potatoes 

1*A 

7*2 

Herrings, tinned 

2*7 

— 

Cabbage 

4*9 

4*8 

Haricot Beans 

2*6 

3*3 

All Eggs* 

4*5 

4*5 

Potatoes 

2*2 

2*2 

Cocoa 

3*6 

3*5 

Rolled Oats 

2*1 

2*1 1 

AllMiiki 

3*0 

2*8 

All Eggs* 

1*3 

1*3 

Hemngs, tinned 

2*6 

«... 

Meat 

0*7 

0*7 

Swedes and Carrots 

2*5 

24 

Lentils and Peas 

0-6 

0*6 

Macaroni and 



Macaroni and 



Semolina 

2*3 

2*2 

Semolina 

0*6 

0*6 

Syrup 

14 

14 

Dried Fruit 

04 

0*6 

Bacon 

1*3 

1*0 

Syrup 

04 

04 

Dncd Fruit 

0*7 

1*0 

Bacon 

0*2 

0*1 

Margarine 

0*7 

0*7 

Herrings, frcsii 

— 

1*8 

Cheese 

04 

0*6 

Sausage Meat 


0*2 

Herrings, fresh 

— 

2*1 

All other foods 

0*3 

0*3 

! Sausage Meat 

— 

0*5 




Cooking Apples 

— 

0*2 

Total 

100*0 

100*0 

! Total 

100*0 

100*2 


^ Including dried Household iinlk. * One in shell and 1 5 dried eggs. 

^ Lt*ntils, peas, haricot beans. 


Household milk can replace — or nearly replace — liquid full cream 
milk as regards its content of protein, calcium, iron, and vitamin ; 
under these headings, therefore, all milk is shown together. But, as 
compared with full cream milk, Household milk is deficient in 
calorific value and in its content of vitamin A and vitamin C; hence 
for these items liquid milk is given separately. All vegetables in diet A 
— excluding potatoes— may be substituted for one another as far as 
calorific value and content of protein arc concerned; cabbage, how- 
ever, is a better source of calcium and iron than swedes and carrots, 
while carrots are much superior to all odicr vegetables m vitamin A 
potency. On the other hand, swedes and cabbage have about the 
same high net value of vitamin C potency, if we deduct 50 per cent 
for losses in cooking of swedes, and 75 per cent for tliosc of cabbage. 

Bread and flour arc shown together in Tables V, VI, and VII, 
since, in proportion of about 3 to 4, they are perfect substitutes. Eggs 
in shell and dried eggs are also always given together, although 

^ Its content of MUniin is about 15 per cent below that of fresh full cream milk; but 
this is of minor importance, since diet A contains an abundancy of this vitamin. 
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TABLE vn 


VnAMmS A, Bi, AND C IN *MUMAN NBSDS* DIBT A 


Vitmin A i Per Cent of Total I 

VitmtnBi'. 

Percent of Total 


April 

November 


April 

November 


ms 

ms 


ms 

ms 

Carrots 

64*5 

63*3 

Bread and Flour 

31*9 

31*8 

Margarine 

13*0 

12*7 

Potatoes 

18*1 

18*0 

Liquid Milk 

8*7 

8*5 

AUMilk* 

12*1 

11*3 

Cabbage 

5*1 

5*0 

Rolled Oats 

10*6 

10*6 

AHfiggs^ 

4*4 

4*3 

Ail Legumes* 

8*5 

9*5 

Cheese 

2*8 

4*2 

Carrots and Cabbage 5*1 

5*1 

Meat 

1*0 

1*0 

Meat 

4*6 

4*6 

Herrings, tinned 

0*2 

— 

Bacon 

4*6 

3*4 

Lentils and Peas 

0*2 

0*2 

Macaroni and 



Herrings, fresh 

— 

0*6 

Semolina 

1*6 

1*6 

All other foods 

0*1 

0*2 

All Eggs' 

1*6 

1*6 




Swedes 

0*8 

0*8 




Sausage Meat 

— 

0*8 




All other foods 

0*5 

0*9 

Total 

100*0 

100*0 

Total 

100*0 

100*0 


Vitamin C: Per Cent of Total 

April, 1^45 November, t^43 


Potatoes 46*4 46*4 

Swedes and Cabbage 40*5 40*5 

Liquid Milk 7*9 7*9 

Carrots 3*9 3*9 

Household Milk 1*1 0*7 

Jam 0*2 0*2 

Cooking Apples — 0*4 


Total 100*0 100*0 


^ One in shell and 15 dried eggs. * Including dried Household milk. 

® Lentils, peas, haricot beans. 

dried eggs are a somewhat poorer source of nutrients, in particular of 
the vitamins A and Bj. Yet, eggs in shell may be considered a luxury 
for a family with no infants, and we arc here concerned essentially 
with the nutritional value of dried eggs. 

Table V, VI, and VII, make impressively clear the importance of a 
properly ‘mixed’ diet; for only such a diet is likely to be a well- 
balanced one. For instance, a family that eats no carrots and sub- 
stitutes for them, say, swedes, would thus forgo nearly two-thirds of 
the total content of vitamin A of the diet; or, if potatoes were largely 
replaced by bread and flour and few other vegetables eaten, the same 
proportion of vitamin C might be lost. 

The relation between the cost of diet A and the nutritional intake 
obtained from it is pictured in some detail in Table VIU. It compares 
expenditure and the nutritional values obtained for it, for the several 
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TABl£ vra 


mjiWm oiiTUY on, ANt> mrmxKmAt intaxb prom, ‘human needs* debt a 



Outlay Calmes Protein^ 

Calcium 

Iron 

Fitamin Vitamin Vitamin 







A 

Bi 

C 

April, 








Group (<i) 

550 

480 

31*3 (a) 
12*8 

27*6 

52*6 

21*7 

320 

1*3 

Group (W 

16-3 

8-1 

12*7 (a) 

41*7 

2*5 

8*7 

10*2 

7*9 

Group (r) 

15*5 

38-1 

36*7 

21*5 

31*6 

— 

500 

46*4 

Group (d) 

9*3 

1*3 

2*1 

8*5 

7*4 

69*6 

5*9 

44*4 

Group (<?) 
exci ctmdiments 

30 

4*5 

4.4 

0*7 

5*9 

— 

1*9 

— 

Coodiments 

0*9 


— 

— 

— 

— 

— 

— 

Total 

1000 

1000 

1000 

100*0 

100*0 

1000 

1000 

1000 

November, 1 ^ 45 : 
Group (fl) 

50*8 

46-2 

240 (a) 
140 

25*9 

50*8 

22*5 

31*1 

0*9 

Group {h) 

16*3 

8*1 

12*9 (a) 

41*5 

2*5 

8*5 

10*2 

7*9 

Group (f) 

170 

38*1 

37*4 

21*4 

310 

— 

49*8 

46*4 

Group (d) 

6-3 

1*3 

2*1 

8*5 

7*2 

68*3 

5*9 

44*4 

Group j(f) 
exd. condiments 

8-7 

6*3 

4*2(a) 

4*5 

2*7 

8*5 

0*7 

30 

0*4 

Condiments 

0-9 

— 

— 

— 

— 

— • 

— 

— 

Total 

1000 

lOO'O 

100*0 

100*0 

100*0 

1000 

1000 

1000 


^ An (a) after the figures in this colunni denotes protein derived from animal sources. 


groups, in April and November, 1945. The substitution of un- 
rationed sources of animal protein — ^herrings and sausage meat — ^for 
the ‘points’ rationed tinned herrings, has reduced all through the 
values of group (a) in November and increased those of group (e ). 
Apart from this the differences are slight, except for the relative 
outlay on groups (c) and (d), which is affected by the substantial 
changes in the prices of potatoes and of other vegetables. 

In Table IX the figures of nutritional intake from diet A are given 
per ‘man’ per day. The upper part of Table IX is headed ‘Ministry of 
Health Scale’. Actually, only the ‘man’ values used in this section of 
Table IX were obtained from data supplied by the Ministry' of Health, 
and the individual values from which these totals were compiled 
will be found in Table X. 

The nutritional intake figures are based on die data in Table IV, that 
is, on the White Paper on ‘Nutritional Values of War-time Foods’, 
which has now replaced the provisional data previously employed 
by the Ministry. In order to make it possible to compare the basic 
data of nutritional intake with those in the early articles of this series, 
when, owing to the absence of generally recognized simple scales of 
‘man’ values and nutritional values, we compiled scales of our own 
which were bound to be much less precise than those now at our 
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TABUE DC 


NummONAl HEQUWEMBNTS iND NOTWTtONAl INTAKS HIOM ‘HUMAN MEEDS' DIET A 


*Mm* Value* 

Requirements^ 

Intake per *Man* per Day 


of Family 

per Man 

from Diet A 



April, ms 

Nqp., s^4S 

Ministry of Health Scale d 
Calories 

3*73 

3000 

3040 

3040 

Protein, animal 

Protein, vegetable 

4*43 

70 gm. 

38 gm. 

49 gm. 

36 gm. 

50 gm. 

Calcium 

7*13 

0.8 gm. 

0*6 gm. 

0*6 gm. 

Iron 

5*40 

10 mgni. 

12 mgm. 

12 mgm. 

Vitamin A 

5*00 

3(X)0 LU. 

3760 I.U. 

3830 LU. 

Vitamin Bi 

4*68 

0*9 mgm. 

1 *3 mgm. 

1*3 mgm. 

Vitamin C 

5*00 

30 mgm. 

41 rngm. 

41 mgm. 

Institute of Statistics Scale 




Calories 

3*75 

3300 

3300 

3300 

Protem, animal 

3*75 

50 gm. 

51 

51 

Protein, vegetable 

50 gm. 

53 

54 


^ Net values for the Miiiistry of Health scale, gross values for the Institute of Statistics 
scale. 

* Food values based on the data in Table IV. 

* Food values compiled from a pre-war scale of gross values. 

TABLE X 


INDIVIDUAL NUTRITIONAL REQUIREMENTS EXPRESSED IN ‘MAN* VALUES 



Age Group 

Calories 

Protein 

Calcium 

Iron 

Vitamin 

A 

Vitamin 

Vitamin 

C 

Male 

21 and over 

1*00 

1*00 

1*00 

1*00 

1*00 

1*00 

1*00 

Female 21 and over 

0*83 

0*86 

1*00 

1*00 

1*00 

0*83 

1*00 

Child 

7-12 

1*70 

0*93 

1*75 

1*30 

1*00 

1*05 

1*00 

Chad 

2^1 

0*50 

0*71 

1*63 

0*80 

1*00 

0*75 

1*00 


disposal, we also continue this older set of data, under the heading 
‘Institute of Statistics Scale’. No further use, however, is made of 
these figures in tliis article and they arc not referred to in any of the 
other Tables. It should be noted that the nutritional intake shown 
under the heading ‘Institute of Statistics Scale’ is expressed in gross 
values, while under the heading ‘Ministry of Health Scale’ it is given 
in net values. 

On the whole, the nutritional intake from diet A is satisfactory. 
There is, in fact, a fair margin of safety for all the nutrients, with the 
exception of calcium, of wliich the diet only supplies 75 per cent of 
the optimum intake. With respect to this we can here only repeat 
what we have already pointed out in previous articles: first, that the 
deficiency of calcium intake is not a war-time phenomenon but was 
even more marked in tlie average pre-war family diet, owing to 
ignorance and bad dietary habits; and, secondly, that no general 
improvement in this respect is possible so long as milk and cheese 
remain scarce. 

It nlay be thought that tlie ‘surplus’ amount obtained from diet A 
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of most nutrients is rather large. Considering, however, that 
the family’s food is distributed not by an expert dietitian but by 
a harassed housewife who tries to satisfy die various claims of each 
member of the family, such a surplus may be necessary if every 
member is to be reasonably assured of a sufficiency of nutriment. 
The fairly generous supply of vitamin Bj, results partly from the 
high content of this vitamin in war-time bread and flour, which is 
more than three times that of its pre-war content.^ 

In concluding, it is perhaps useful to underline the fact tliat this 
diet can only be bought and cooked by a family, and that no simple 
division by a constant would serve to calculate from it the minimum 
cost of a satisfactory diet for a single person, whose problems of 
catering and cooking are essentially different from those of the house- 
wife with a family.* But our detailed analysis of food values shows 
not only that it is possible to provide for a family an inexpensive and 
yet well-balanced diet, but also indicates why inexpensive diets are so 
frequendy anything but well balanced. A housewife may be a good 
cook and a careful housekeeper; in spite of tliis the family may be 
mahiourished because of her ignorance of food values, or, indeed, 
because of the family dislike of certain essential foods. 

^ No calcium was added to the pre-war bread and flour, and its content of this miner a 
therefore only amounted to about 17 per cent of that of our present day bread and flour. 

* Cf. T. Schulz, ‘Human Needs’, Cost of Livmg for a Single Person, Bulletin, VoL 5, 
No. 9. 



THE COST OF LIVING IN BRISTOL^ 

by G. H. Daniel 

From Bulletin, Vol. 3, No. 14 (October ii, 1941) 

TIJOR the purposes of this study, retail prices in Bristol were collected 
A for August, 1939, and the first week of February, 1941. This 
information throws some hght on the rise in prices of different 
commodities and different quahties of commodities, on changes in 
the variation of prices between separate districts of Bristol, juid on 
the Ministry of Labour Cost of Living Index. 

Prices were collected from representative chain and multiple stores 
and independent retailers in three large shopping centres which 
could be classed as (I) Middle Class, (II) Artisan, (III) Lower Working 
Class.® Data were also obtained from businesses such as the Co- 
operative Society with branches in many parts of the town and, 
altogether, prices were obtained for 235 commodities from sixty 
separate retailers, many of them with numerous branches or 
departments. 

The commodities were chosen to represent each main head of 
household expenditure according to the Ministry of Labour, 1937, 
Budget Enquiry. Whenever possible, the price of a good quality 
and of the cheapest quality of each commodity was obtained, but 
only those commodities were taken which were susceptible to clear 
definition and available both in August, 1939, and in February, 1941, 
in the same quahties. Prices for August, 1939, were secured with the 
help of old order books, price hsts and invoices. Shops which could 
not provide accurate prices for 1939 were excluded, but such cases 
were few. To allow for the effects of the purchase tax, prices were 
obtained inclusive and exclusive of tax and these were weighted 
according to estimates obtained firom shopkeepers of the proportion 
of turnover on taxed and untaxed goods. In addition, numerous 
authorities were approached for estimates of the increase in cost of 
the main services. 

^ The present paper is based upon an investigadoo made on behalf of the National Institute 
for Economic and vSociaJ Research, The writer wishes to express his gratitude to the National 
Institute, to Professor Hamilton Whyte for the facilities placed at his disposal, and to mem- 
bers of the Oxford Institute of Statistics for their helpful suggestions. Thanks arc also due to 
the retailers who very kindly co-operated with the inquiry. 

* The shopping centres were: I. Whitcladies Road and Queen's Road; H. Stapleton Road; 
in. East Street and Bedminster Parade. 
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Price relatives were calculated relating February, 1941, to August, 
1939, and die price relatives for the different shops within each 
distria were arithmetically averaged for each commodity and each 
shopping centred 

Inaease in Price of Different Commodities 
The increase in price of each commodity was obtained by taking 
the simple arithmetic mean of the relatives for the three shopping 
centres. The commodities under each head were combined with 
weights obtained from the Ministry of Labour’s 1937-8 budgets of 
industrial households. Indices for the main groups arc shown below. 

TABLE I 


PERCENTAGE INCREASE IN BRISfOL 

RETAIL 

PRICES, AUGCSr, 1939, TO FEBRUARY, 

1941 

Cereals . . 

11 

Rent 

0 

Fats 

23 

Services 

11 

Sugar, jam, tea, condiments, etc. 

28 

Cleaning, medical, stationery 

22 

Meat 

28 

Fuel and hght 

30 

Milk products and eggs 

37 

Drink and tobacco 

45 

Fruit and vegetables 

70 

Clothing 

51 

Fish 

82 

Furmture and household goods , . 

80 

All Food .. 

35 

uill Itms 

29 


Price increases have been more severe for body-building and 
srotcctivc foods than for carbohydrates and fats, and for clothing, 
hmiturc, and household goods than for rents and services. 


Increase in Price of Different Qualities 

The different trend of prices for high and low quality goods is 
shown in the next tabic, where the index for each group is simply 
the arithmetic mean of the indices for each article within the group. 
We have included, of course, only those qualities which remained 
unchanged during die period.® 

For practically all of the groups below the cheaper qualities have 
risen more in price than the dearer qualities. Since, in addition, a 
great many of dre cheapest pre-war varieties were reported to be 


^ In the present inquiry the average of ratios and not the ratio of averages is used through- 

... .. . . 


out, that is, ^ Z’po and not ~ . Since the latter is equal to 


Its use would result in 


the price changes for the dearer quahtics or larger sizes of a commodity having a greater 
effca upon the average than those for other qualities or sizes. 

* The following arc examples of the two qualities chosen: home-produced and imported 
meat; tuberculin tested and pasteurized milk; full fruit standard and cheapest jam; King 
Edward and cheapest potatoes; roasting and boiling chickens and six guinea suits and fifty- 
shilling suits. 
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TABLE II 

TOCBNTAGB INCHfiASB tN mCBS OP mPFEBBNT QfUAimBS, AUGUST, 1939, TO 
Peb&uaby, 1941 

Good Cheapest Good Cheapest 


Meat 

Quality 

18 

Quality 

25 

Men’s clothes 

Quality 

40 

Quality 

71 

Groceries 

16 

26 

Women’s clothes 

43 

74 

Cheese and milk . . 

42 

38 

Shoes 

34 

42 

Frutt and Vegetables 

70 

113 

Materials 

57 

69 

Fish and poultry . . 
Drink, tobacco, sweets 

72 

121 

Household goods 

41 

56 

47 

61 

Furniture 

69 

85 


unobtainable, the increases in price of the cheapest articles obtainable 
at the two dates, irrespective of quaHty, would be greater than those 
shown here. The different increases in price, according to quality, 
tends to ameliorate the rise in cost of living for the higher income 
groups and to sharpen it for tlie lower. Excluding the middle-class 
district (I)*and taking the prices of the cheapest commodities wherever 
the figures were available, the increase in the Bristol cost of living, 
based on the 1937-8 budgets for industrial households, was found 
to be 32 per cent. Using the price data for the whole of Bristol and 
including the cheap and good qualities, the increase was 29 per cent. 
On the other hand, on a lower standard of Hving than the one 
represented by the 1937-8 budgets, proportionately more would be 
spent on cerc^s and rent, so that the difference between these figures 
might be somewhat less. 


Variation in Prices between Districts 

The prices charged in different districts of the city have apparently 
become more uniform during the first eighteen months of the war. 
The following table is based upon the prices of thirty-five foodstuffs 
which were available in the same qualities at both dates and in each 
of the three districts.^ The first two rows were prepared by expressing 
each price as a percentage of the average price for all three districts 
and then averaging all the percentages for each separate district. 

TABLE m 

PBICB OP FOODSTUPPS IN DIFFEEENT DISTRICTS 

Shopping Centre Bristol 
I 11 111 Average 

Prices expressed as percentages of average i Aug., 1939 103 102 94 100 

prices m Bristol .. iFcK. 1941 101 99 100 100 

IndcxofpricesinFeb., 1941 {Aug,, 1939= 100) .. 150 149 163 153 

' The foods include: 5 cereals, 10 groceries, 5 cuts of meat, 6 vegetables, 3 fruits, 4 varieties 
offish, roasting chicken and rabbit. 
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The prices of these foodstuffs in 1939 "were considerably higher in 
district I than in district III, but in 1941 the differences were negugible. 
Whereas before the war prices were lower in the poorer districts, 
to-day diey appear to be practically the same in all areas, so that the 
rise in prices has been more severe in the lower working-class district 
III than in Bristol generally. 

Tire greater uniformity between districts, combined with the 
sharper rise in price of cheaper qualities, has caused a marked con- 
centration of prices above their averages. Thus, when the prices arc 
all expressed as percentages of die average price for each commodity, 
we find that, in August, 1939, 64 per cent of all prices fell within 
10 per cent of the average, while, in February, 1941, this proportion 
had risen to 86 per cent. The standard deviations of the distribution 
of these percentages were found to be I4‘i at the first date and 8*3 
at the second. Tins increased uniformity is no doubt largely due to 
Government control and the tendency to charge maximum legal 
prices. 

The Almstry of Labour Cost of Living Index 

Through the kindness of the Divisional Controller, access was 
obtained to the prices of goods collected by the Ministry of Labour 
in Bristol. With this information an examination may be made of 
the Ministry’s selection of shops in Bristol, its method of combining 
quotations and its choice of conmiodities.^ This is done by comparing 
the rise in cost of living obtained when the present data and present 
selection of commodities and the average of price relatives are used 
with the rise in costs obtained when these factors are replaced, one 
at a time, -with the methods employed in the official index. 

Altliough the Ministry of Labour’s Index is intended to refer, so it 
is stated, to ‘the standard of hving of the working-classes’, several of 
the retailers supplying particulars of food to the Bristol Employment 
Exchange could be included under the present class I. Two of the 
five fishmongers, one of the five grocers, and one of the five green- 
grocers were actually situated in shopping centre I. Calculating the 
increase in the cost of food on the basis of the Ministry of Labour 
prices and our own figures and employing the same weights and 
selections of commodities, the Ministry’s figures give 34‘4 per cent 
and our own 34-0 per cent. Considering that only the Co-operative 
Society and one fishmonger were common to the two calculations, 

^ The effect of using weights based on 1904 and 1911 expenditum instead of on more 
recent data has been discussed by J. L. Nicholson (see pages 212-214). 
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tMs is a dose agreemmt. It suggests that, as fir as Bristol is cem- 
cemedi, the Ministry of Labour index covers the whole population 
rather than the working-class only. 

The Ministry’s method of dealing with the quotations received 
from d iff erent shops for the same commodities is to obtain the modal 
quotation for each district, average them arithmetically and take 
the ratio of these averages. In Bristol, five quotations are obtained 
for each commodity but, since there is quite a considerable variation, 
the price relatives obtained from the modes may be freakish. Calcu- 
lating the official index by taking these modal prices on the one hand 
and by averaging the price relatives for each pair of quotations on 
the other, the increase in die cost of food was found to be 34*4 per 
cent and 31-9 per cent respectively. Such discrepancies may be 
expected to cancel out in national figures* but it can still be objected 
that the use of modes tends to make the index sluggish and that the 
ratio of averages may lead to inaccuracy if there happens to be 
correlation between price relatives and base year prices.® 

To test the effect of the selection of commodities used in the official 
index, the following figures were calculated, using the present data 
and 1937-8 weights: firsdy, including only diose commodities 
represented in the official index and, secondly, using the more 
complete information of the present inquiry: 

TABLE IV 


PBECBNTAGE INCBBASE IN BRISTOL 

COST OP UVING, AUGUST, 

1939 TO FEBRUARY, 


Commodities 

All commodities 


included by 

included in 


Ministry of Labour 

present inquiry 

Rent 

0 

0 

Food 

32 

35 

Clothes 

55 

51 

Fuel and Light . , 

34 

30 

Other Items 

29 

27 

Total 

29 

29 


clothing, in the official index, is largely represented by a long list 
of materials, many of wliich are not commonly used at the present 
time and these were not included in our inquiry. Prices of materials 
have risen more than die prices of finished clothes (see Table II) and 
this, together with the exclusion from the Ministry’s index of shoe 
repairs and repairs to clothing (which have increased by 15 per 
cent and 23 per cent respectively), tends to make the official figures 

* For this and other rcasom, the Ministry has never published indices for different districts. 

* See footnote, p. 289. 
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for clodiittg too high. The difference between the figures for fuel 
and %ht is also accounted for by the exclusion from the Ministry’s 
index of electricity, which has only inaeased by about 9 per cent. 
Hie effect of these over-estimates on the total inaeasc, however, 
is partly counter-balanced by the under-estimate of the increase 
in food prices. 

Finally, an impression of the total effect of the Ministry of Labour’s 
method of combining quotations, selection of commodities and 
weighting can be gathered by estimating the inaease in the Bristol 
cost of living as closely as possible according to the Ministry’s 
method^ and comparing the results with those of the present inquiry. 
The following table also shows the increases in prices for the whole 
country in the same period, as shown by die Ministry’s published 
figures. 

TABLE V 

PERCENTAGE INCREASE IN COST OP LIVING, AUGUST, 1939, TO FEBRUARY, 1941 



Increase for Bristol 
Method used by 

Present 

Increase for 
whole country 


Ministry of Labour 

method 

(Min. of Labour) 

Rent 

0 

0 

1 

Food 

30 

35 

24 

Clothes 

58 

51 

65 

Fuel and light 

29 

30 

24 

Other items 

29 

27 

24 





Total 

28 

29 

27 


Comparing these figures, it appears that prices in Bristol, especially 
of foodstuffs, have risen slighdy more than in the country as a whole. 
Comparing the first two columns, it is seen that, despite the un- 
satisfactory method of averaging, the small number of commodities 
and the out-ofi-date s)’Stcm of weighting of die official index, the 
defects tend to cancel out and the agreement between the totals is 
remarkably close. Whether the official index will continue to give 
such a satisfactory approximation, particularly in view of govern- 
ment subsidies for certain foodstuffs, is another matter. 

^ Whereas the figure for food was estimated throughout according to the methods of the 
Ministry of Labour, it was not possible to do this as thoroughly for clothes and ‘other items*, 
and in all cases except food the data were derived from the shops used in the present mvestiga- 
tion. The articles of clothing were confined to those for which information was collected 
m the present inquiry. For the miscellaneous group, where the weights are unknown, the 
1937-8 weights were used. 



TAXATION OF TOBACCO, BEER AND 
CINEMA ATTENDANCES 

by J, GoUtnann 

From Bulletin, Vol. 5, No. 2 (January 30, 1943) 

T he success of a war-time budget must be judged not so much 
by the amount of revenue it raises as by the way in which it 
serves to concentrate the national effort on the war’. Among the 
principal changes which the last budget — thus commented upon by 
Sir Kingsley Wood^ — brought about, were big increases in the taxes 
on tobacco, beer, and entertainment. Their declared object was to 
enable the Chancellor to ‘help, through taxation,’ his colleagues to 
keep demand and supply in better equilibrium. Since last April 
suJfficient time has passed to justify an attempt to analyse how far 
and in what way the fiscal measures then adopted have achieved 
this aim. 

I. The flat increase in the rate of customs duty on tobacco brought 
about a greater percentage increase in the duty for Empire tobacco 
than in the case of foreign tobacco; the weighted average increase 
was 53 per cent. The average rate of excise duty on beer is 40 per 
cent higher in the current financial year than the rate prevailing in 
1941-42.* On the other hand, estimates of tax receipts in a fuU year 
in the ‘Financial Statement’ show a rise of 40*5 per cent for tobacco 
and of 29*5 per cent for beer. Thus the authorities allowed for a fall 
in consumption in both cases by about 8 per cent. This figure may 
be taken as an indication of the result that was expected from the 
operation of the price deterrent, that is, from an increase in the 
average price of tobacco by about 36 per cent and of beer by about 
22 per cent.* 

Consumption figures that have since been published give a different 
picture. During the six months, April to September, 1942, the 
output of beer, though lower than in die first quarter of 1942, was 
about at the level prevailing in the same period of the preceding year, 

^ SirKingsicy Wexjd: TimeSy Apnl I5th» and Hamardy April 14, 1942. 

* In the last Budget excise duty on beer was raised by 45*5 per cent; as gravity was lowered 
in January, 1942, the average rate of duty, which depends on gravity, did not rise between 
the two financial years to the full extent of the increase m tax, 

® Prices were only raised by the amount of the additional duty. Therefore, the percentage 
rise in prices is less than the percentage rise in duty. 
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aii 4 4ic same probably holds true of the amount of tobacco retained 
for home consumption (releases from bond minus drawbacb).^ 
If fbe rising trend of consumption prevails in the current financial 
year, as it ^ in 1941-42, consumption in die full year may well be 
maintained— "in ^ite of higher prices— at the 1941-42 level, instead 
of the expected M by 8 per cent As will be shown later, there are 
strong reasons for assuming that this will be the case, in view of the 
continuing rise in real income. 

2. Similar computations for the entertainments duty are somewhat 
more difficult because consumption data are only available for cinema 
attendances, whereas figures of tax receipts refer to all entertainments. 
Since, however, nearly 90 per cent of the yield of entertainments 
duty comes from attendance at cinemas* the revenue from cinemas 
can be expected to vary in a way similar to the total revenue from 
entertainments duty. 

In the ‘Financial Statement’ the yield of entertainments duty was 
estimated to rise by 87 per cent, against an average rise in duty on 
cinema scats of 95 per cent.* Unless considerable shifts between 
cinema attendances and other entertainments were anticipated, the 
conclusion may be drawn that the authorities expected a fall in 
cinema attendances of about 4 per cent consequent upon the increase 
in duty and the rise in cxliibitors’ charges which was then already 
under consideration. 

What actually happened was again somewhat different from 
expectation. The combined effect of increases in tax and in exhi- 
bitors’ charges to the pubhc raised prices of cinema tickets by between 
33 and 50 per cent; yet recent speeches by the chairmen of the more 
important cinema circuits suggest diat attendances arc still rising 
above the record level of 27 million attendances a week, reached in 
the past financial year. 

3 . The explanation of such unusual reactions of tlic consumer seems 
to he in the fact that demand for mass luxuries is not so much deter- 
mined by price as by income. Price rises may be accompanied by 
increased consumption if income is rising. It can be shown that in 
the period 1924-1938 there was a close correlation between the real 

^ Consumption in the first quarter of tlie current financaal year was 5 per cent higher 
than in the same period of last year. 

* Sir Kingsley Wood, Budget Speech, April 14, 1942. 

® Tax was raised by UX) per cent on all scats except those at Id or less for which the rate 
was left unchanged. Such scats were estimated to account for about 5 per cent of the 1941-42 
yield of cntertaimumts duty from cinemas, (Namely, Sir Kingsley Wood, Hansard, June 4, 
1942, column BIT) 
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wage-bill on the one hand and the consumption of tobacco or beer 
on the other. The relationsBp between the real wage-bill and tobacco 
consumption can be expressed by the equation: 

y = 47'i -|- o-o647ac + 2 ' 349 t 

where x is die wj^e-biil as computed by Professor Bowley,^ in milli<^ 
debated by the cost of living index, adjusted for the omission ot 
services;® t is the number of years after 193 1 ; and y is the amount 
of tobacco retained for home consumption (in million lbs.). The 
corresponding equation for beer is: 

z s= — 23*6 -f- 0*0295 IX — 1*055/ 
where 2 is the quantity of beer consumed (home production plus 
net imports, in million bulk barrels), while x and t have the same 
meaning as before. 

Thus, over the period considered, a rise — or fall — in the real wage- 
bill by ^10 miluon had a tendency to raise — or lower — tobacco 
consumption by about 0*65 nulhon lbs. and beer consumption by 
about 0*3 miUion bulk barrels. Also, on account of long term changes 
in demand, consumption of tobacco tended to increase by 2*3 million 
lbs. a year and that of beer tended to fall by about i*i milUon bulk 
barrels. Both factors together, the course of the real wage-bill and 
the trend, account fairly well, as can be seen from the accompanying 
diagram, for observed changes in actual consumption; in other words, 
the values computed from the equations given above agree quite 
closely with observed values of consumption. The coefficient of 
multiple correlation, adjusted for the size of the sample and the 
number of variables, is 0*97 for tobacco and 0*91 for beer.® More- 
over, there appears to be a lag of consumption behind income ; the 
graph of consumption computed from the wage-bill, falls and rises 
earlier than the graph of actual consumption. 

There were few price changes in the period under consideration.* 
In September, 1931, the beer duty was raised by slightly less than id. 
per pint on the average, with a similar increase in average prices and 

^ ‘Studies in N.itional Income*, p. 58. 

* A constant value was added to the official index throughout the period to allow for 
expenditure on services as ascertained in the Ministry of Labour Budget Enquiry, 19.37-8. 

* For the mean levels of income and consumption, the income elasticity of demand is 
0*0 for tobacco and 1*98 for beer, which means that, at these Icvck, an increase (or decrease) 
in the wage-bill of 1 per cent tended to bring about an increase (or decrease) of 0*69 per cent 
in tobacco consumption and 1 *98 per cent in beer consumption. 

* Tobacco prices were slightly raised m 1927 and 1931. It appears that these changes wem 
either too small to affect the consumer or that they were counteracted by shifts in demand to 
cheaper brands. The deviations between computed and actual consumption in 1927 and 
1931 can be explained by the effect of the time lag. (See below. Section 4.) 
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it ^ lowered again in April, 1933, so as to permit a reduction in 
retail prices by id. Yet the effea of these price changes onconsump- 
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tion was not very large. Beer consumption in 1932, tlie first full 
year after the rise, was only about 5 per cent below the level corres- 
ponding to trend and wage-bill (sec diagram). In other words, in 
spite of the rise in prices, consumption was only 5 per cent lower 
than it would have otherwise been.^ The remission of duty in 1933 

^ The increase in the retail price of beer in 1931 was estunated at 17 per cent m the Brewers* 
Almanack, 1938» p. 32, and at 8 per cent in G, B. Wilson, ’Alcohol and die Nation’, p. 422. 

U 
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and the consequent fell in price restored consumption to die levd 
corresponding to trend and wage-bill. Throughout the period 1933- 
36 computed values are higher than actual vdues, probably because 
of the effect of the time lag ; the upswing in the wage-bill, from which 
the computed values are obtained, started earHer than the upswing 
in consumption.^ 

4. If the deviations of computed from actual values are further 
analysed it is foimd diat they are closely correlated with changes in 
the real wage-bill from one year to another. Whenever there is an 
increase in the real wage-bill as compared with the previous year, 
the computed value of consumption (which takes into account the 
level of the real wage-bill only in the current year) tends to be too 
high, and vice versa. This would agree with tlie assumption of a time 
lag between income and consumption. On the other hand, through- 
out the cycle 1930-3 8, these deviations arc also correlated vwth changes 
in the relative prices of tobacco and beer as compared with prices of 
other goods (actual prices of tobacco and beer divided by the cost 
of hving index). Whenever cither of these goods is more expensive 
in terms of other goods, due for instance to the fact that its price 
remains constant while other prices fall, computed values of con- 
sumption again tend to be higher than actual values. It is not possible, 
therefore, to separate the effects of the time lag and of relative price 
changes, but the analysis reveals the fact diat the combined result 
of both factors is small, compared with the effects of changes in the 
real wage-bill. 

5. The result of the present inquiry may be summarized as follows : 

(i) hi the pre-war period there was a close correlation between the 
real wage-bill on the one hand and tobacco or beer consumption 
on the other, changes in income accounting for a very large part of 
the variations in consumption, 

(ii) Changes in the prices of tobacco and beer, botli absolute and 
relative, have a far smaller influence on tlie course of consumption 
than changes in real income. 

(iii) In a period of rising income, indirect taxes are unlikely to 
bring about a lasting reduction in consumption. 

^ Lack o£ data makes the corresponding coTnpttutioii for diicnia attendances impossibk. 
But the figures relating to the yield of entertainment tax clearly indicate — after a rough 
elimination of the effects of changes in taxation — that a similar relationship exists between 
Income and consumption as in the other two cases. 



EXPENDITURE ON RENT 
by J. GoUmann 

From Buixetin, Vol. 6, No. ii (August 12, 1944) 

R ent is still one of the largest single items in national expenditure. 

Yet, while total expenditure on rent and allied payments is 
known, no recent information is available as to its incidence on family 
incomes of different size. Generalizing from the few local enquiries 
that were made before the war, it is held that rent tends to form a 
declining proportion of total family expenditure as the latter in- 
creases. The problem is of considerable practical importance; an 
Inter-departmental Committee on Rent Control was set up in 
November, 1943, and it has been suggested that existing restrictions 
should be relaxed.^ ‘Not the least important of coming legislative 
measures’, it has been said, ‘is rent control.’''* In these cir- 
cumstances, it may be of interest to record the results of a survey 
which attempted to give a fairly comprehensive and up-to-date 
picture of the relation between rent and income at different income 
levels. 

Structure of the Sample 

The enquiry was carried out in May, 1944, by die British Institute 
of Public Opinion ; the results are based on a national sample of 
1,736 interviews. The regional distribution of interviews is propor- 
tionate to the regional distribution of the population ; similarly, the 
sodo-cconomic structure of the sample was controlled by assigning 
to each interviewer given numbers of working-class, lower middle- 
class, and upper middle-class families in proportions representative 
of the socio-economic structure in the respective regions. For the 
assessment of die social status of a contact, interviewers were in- 
structed to use a combination of income and occupational character- 
istics; within the limits of their assignments, interviewers selected 
their contacts at random, either in the street or by house-to-house 
canvassing. In this way a representative sample was obtained within 
the limitations inherent in such a method of random selection. 

^ Hecommewdatiom by the National Federation of Property Owners, as reported in the 
Times, Js4ay 5, 1944; and suggestions by the Law Society, I'lweA, June 23, 1944. 

* Sunday Times, jme 25, 1944. 
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For this survey, in which two other fkrtual and some opinion 
questions were asked, altogether 2,057 persons were approached: 
15 per cent refused to give an interview, a percentage wmch is usual 
in similar surveys even if they contain only questions on opinions. 
These refusals may, therefore, be held to be unrelated to the questions 
on income and rent. 

Of the total number of 1,736 interviews, only those were analysed 
that had been given by householders or their wives, because it was 
held that other members of families could not be expected to give 
rehable information on family incomes. Moreover, their inclusion 
would have biased the sample in favour of famihes containing other 
adults apart from the householder and his "wife, as such families 
would Mve had a larger chance of being selected. 

Of the remaining 1,337 interviews it was found that 24*5 per cent 
related to famiUes owning, or buying, their house. There are no 
official statistics to check this result, apart from the Ministry of 
Labour Working-Class Budget Enquiry, 1937-1938. In tliis enquiry, 
18 per cent of the working-class households (industrial) and 4-5 per 
cent of the agricultural households were either owning or buying 
their home, hi the present survey 14 per cent of the families classified 
as working-class were owning or buying their home. The agreement 
is quite good considering that the Afrnistry of Labour enquiry 
excluded some of the poorest working-class famiUes, those on un- 
employment assistance. 

Thus, we had 1,01 1 interviews from ‘renting’ families and 326 from 
‘house-owning’ families: 88*5 per cent of the former, and 75*3 per 
cent of the latter, were found to be suitable for tabulation. The main 
reason for rejection was refusal to answer the income question. 
There were also some cases where information on rent was refused, 
and others, only i per cent, where fanuhes had houses rent free. 
A detailed analysis of refusals shows that they tended to be most 
frequent in the highest income groups, but, for the bulk of our data, 
it appears that the rate of refuses was so low that it is unlikely that 
information from these famihes, if it had been included, would have 
materially affected die results. 

Results 

The main results of the enquiry are given in the following Table. 
This shows for various levels of family income (net of income tax), 
(fl) the percentage of famihes in the respective income group; (b) 
average rent paid by famihes renting thek home; (c) the percentage 
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of net family income spent on rent, and (d) the proportion of families 
in each income group who are owning or buying their home. Figures 
for rent include rates and water charges. 


Expeniiture on Rent, Rate and Water-Charges at Different Income-Levels 


Net Family 

Percentage of 

Average Rent 

Percentage of ’ 

Proportion of 

Incme 

Families in 

Paid by Rent- 

Net Family 

Families Renting 

£ per week 

Income Group 

ing Families 

Income spent 
on Rent, etc. 

their House in 
Income Groups 


Per Cent 

sh. 

Per cent 

Per Cent 

Up to 2 

4*6 

8*7 

29*0 

87 

2 to 3 

7-9 

10-9 

21*8 

91 

3 to 4 

17*9 

14-0 

20*0 

87 

4 to 5 

18*7 

15*8 

17*6 

81 

5 to 6 

18*5 

17-7 

16*1 

73 

6 to 8 

14*2 

20-0 

14*3 

76 

a to 10 

7-6 

22*0 

12*2 

70 

10 to 12 

40 

24*1 

11*0 

I 

12 to 15 

3*1 

25*7 

9*5 

' 51 

Over 15 

3*5 

29-4 

8-9 

) 


100% 

Av. 16*6 sh. 

Av. 15*6% 

Av. 75-5% 


The results may be summarized as follows. Absolute expenditure 
on rent rises with rising family income from 85. S^d. in the lowest 
income group (up to £2 per week) to 29s. sd. in the highest income 
group (over ^^15 per week). For our sample, average rent is i 6 s. yd. 

Expenditure on rent as a percentage of family income falls with 
rising income. For the lowest group it is 29 per cent, while it is only 
8-9 per cent for the highest group. For the sample as a whole, the 
percentage spent on rent is 15*6. 

If rent is plotted against income, it will be found that the line con- 
necting the two approximates a curve which is positively inclined 
for the range of observations and convex upwards (see Diagram). 
This would mean diat the amount paid in rent rises with rismg in- 
come, but at a diminishing rate. 

The relationship between net income and rent is fairly regular. It 
can be expressed by the equation 

y — 5'97 + 2’34X — o*o6X** 

where X is average net family income in per week and Y average 
weekly expenditure, in shillings, on rent, rates, and water charges. 
The increase of rent per jTi ofincomc is at first about 2s., but dimin- 
ishes fairly regularly as income increases. In the higher income 
ranges the increment of rent, corresponding to an increase of income 
of is only about one shilling. The constant term of the equation 
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EXPENDrrURE ON RENT, RATES, AND WATER CHARGES AT 
DEFEERENT LEVELS OF NET FAMILY INCOME 


Y 



l._-J I U— J I I 1 1 1 1 1 1 1 — 1- 

I 2 5 4 9 6 7 6 9 10 If tS 13 14 15 

Avera9« Income (£ per Wk) 


a 




is positive, as is usually the case with linear income-outlay equations 
for necessaries, as distinct from luxuries.^ 

It thus appears from our data that the smaller the family income 
the smaller the share of that income available for food and other 
needs after rent has been paid. This observation is in agreement 
with the results of pre-war surveys, and it is interesting that war-time 
changes in the distribution of incomes have not basically changed 
the pre-war income-rent relationship. During the war the inequality 
of net incomes was somewhat reduced wliilc rents remained fairly 
stable; but this reduction of the inequality of incomes was too sHght 
appreciably to modify the regressive character of rent expenditure. 

^ The scatter of the observations about the regression curve would suggest that the dot 
representing the highest income group (over ^15) is out of line as compared with the 
rernamder. This is due to the fact that the conventional location of the midpoint of this 
open group places it too low on the income scale. If tlic open group had been left out 
altogether a better fit would have been obtained, although the constants of the regression 
equation would have been only slightly affected. 

Allen and Bowley, in fitting a straight line to the results of a Budget enquiry carried out 
by the London School of Economics m 1932, obtained the regression equation V » 6*7 -f 
2. OX, where Y is rent and rates, and X total ^nily expenditure. Sec Tamily Expenditure*, 
p. 32. (The constants given tlierc have been transformed to give weekly rent expenditure 
m shillings; family expenditure is now given in £ per week). 
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It is obvious that a uniform increase in rents wouM constitute a 
greater burden to families with small incomes. This tendency is also 
strengthened by the fk:t that the proportion of families in each income 
group who are renting their homes falls as we move up the scale to 
higher income levels (see last column in the Table). For any income 
group as a whole, therefore, the effect of a rise in rents is the smaller, 
the toher the income of that group, because relatively less families 
are af^ted by such a rise. 

The method of sample enquiry by interviews is still fairly new in 
the field of economic research and it will have to be shown that the 
results stand up to the usual tests before they will be readily accepted. 
There is some internal evidence in our figures of the stability of the 
sample in so far as the breakdown by income groups reveals a 
considerable internal consistency. But there is also some official 
information with which our findings can be compared. 

According to the Wliite Paper on National Income and Ex- 
penditure (Cmd. 6520) total personal expenditure on rent, rates, 
and water charges in 1943 was nm.’ If we assume that for 
owner-occupied dwellings the average of imputed rent, plus rates 
and water charges, is the same as the average rent, etc., for other 
dwellings, we may multiply the average rent paid per family in our 
sample by an estimate of the total number of famihes, and then 
bring the product on to an annual basis to make it comparable with 
the White Paper figure (The Registrar-General estimated that the 
number of families would increase between 1931 and 1941 by 9 per 
cent and would reach 12 -4 mn. Assuming the same rate of increase 
in the following three years we obtain an estimate of 12*8 mn. for 
1944). Carrying out the operation we obtain for our sample a total 
expenditure on rent, etc., of ^560 mn. Although the basis of com- 
parison is a little uncertain, this figure is in fairly good agreement 
with the White Paper estimate of ^^510 mn.* 

^ This figure is stated to include an allowance in respect of buildings occupied by non- 
profit-makitig bodies, hotels, boarding houses, etc , but the expenditure in question is believed 
to be relatively quite snulL 

* The White Paper estimate of rent expenditure appears to include imputed rent, ^^nothcr 
test can be applied by comparing the average rent, etc., paid by those sample famihes wluch 
were classifiea by the interviewers as working-class with the average expenditure on rent, 
etc., as ascertained by the Ministry of Labour budget enquiry of 1937-38. Ihe discrepancy 
between the two figures is considerable, 14s. 8i. in our sample against 10s. in tlie Mmistry 
of Labour enquiry, and cannot be explained entirely by a diflcrencc in coverage; on the 
other hand it is somewhat difficult to reconcile the latter figure with the White Paper estimate 
for the total of rent, etc., in 1938. 



LABOUR COSTS IN HOUSING 
by S. Moos 

From Bulletin, Vol. 5, No. 14 (October, 1943) 

A n enquiry into present-day building costs and their relation to 
pre-war and possible post-war costs is bound to be of a tentative 
nature. Too many changes have occurred with regard to material 
and labour used to make an accurate comparison possible, and the 
price indices of building materials and building labour which should 
measure changes over a period of time, have become less reliable by 
omitting certain war-time factors. 

A few official data on the rise of building costs since the outbreak 
of war have been made available. Lord Portal, between March and 
June 1943, gave three estimates indicating an increase of 80 per cent,^ 
92 per cent, and 105 per cent. The latter figure, referring to housing, 
was given in a debate on training for the building industry,® Lord 
Portal pointing out that ‘certain considerations arise during war-time 
which should not arise afterwards, but the figure (105 per cent) is 
approximately right’. 

Some experts consider Lord Portal’s figure rather an under- 
estimate.® They assess die war-time rise in costs at 1 10-120 per cent 
and consider a further increase of 30 per cent witliin a year possible. 
These estimates are rather surprising at first sight, when compared 
with the rise in the Board of Trade Index of Wholesale Prices for 
Building Materials (July, 1943) of 45 per cent and with the increase 
in builders’ wages of some 3 1 per cent. The ratio of wages to 
materials used to be 40 : 60* before the war but was now said to be 
nearer 60 : 40.® If we assume a ratio of 45 : 55 as a probable figure,* 
total building costs on the basis of materials, prices and wage rates 
should therefore have risen by some 40 per cent. 

In order to trace the sources of the discrepancy between price indices 
and newer estimates of building costs, let us first examine available 

* Referring to December, 1942. * On a motion by Lord Balfour of Burleigh. 

® The Builder, July 16, 1943, and Hansard, July 23, 1943. 

* By the B LN.C. and m Parliament by the Minister of Health and Minister of Works. 

® By Mr. Hicks in House of Commons. 

® Assuming an increase in the prices of building materials by 50-60 per cent, an increase 
in labour costs of 225-250 per cent would be necessary in order to reverse the ntiq 40 i 60 
into one of 60 : 40. 
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data on housing costs indicated by the following prices of cottages 
given recently. 


Estimate of Housing Costs 



Highest 

Lowest 

Average 
{of highest 



and lowest) 


£ 

£ 

£ 

Tenders, Ministry of Health Plans^ 

937 

747 

842 

-f lands, roads, sewers, etc. 

50 

100 

75 

Total 

987 

847 

917 

Tender, Ministry of Health Plans® 




Parlour 

971 

644 

807 

Non-parlour 

868 

646 

757 

-f lands, roads, sewers, etc. 

33 

53 

43 

Total 

1004 901 

697 699 

850 800 

Average Parlour and non-parlour 
Tenders, Ministry of Works, non- 

952 

698 

825 

parlour 

Estimate *A Planner** 

807 

635 

721 



675 

»Ha«w4JunelO, 1943. * /iaiiMrd, July 22 and 23, 1943. » 

Times, ]vLne 21, 1943. 


The different estimates are neither strictly comparable with each 
other nor with pre-war costs, since the houses vary m size and in 
quahty of materials and of construction. The Ministry of Health 
plans, for instance, provide more space and comfort than those of the 
Ministry of Works, and both categories show a reduction in the 
standard of many features as compared with pre-war conditions. 

The approximate average pre-war cost of a house can be ascertained 
if we divide the costs of dwelling houses built by the number of build- 
ing plans approved.^ The figures for the first two quarters of 1939 
are: 

Pre-lVar Cost of New Dwelling Houses 

1st qr, i959 2nd qr. 

Total cost of new dwelling houses (£000) 14,000 13,0(K) 

Number „ „ „ . . 27.859 26,353 

Cost per house (£) . . . , 501 488 

These costs represent an average of all dwellings, the majority of 
which arc working-class parlour and non-parlour houses, while the 
Ministry of Health tenders (above) refer to a Hmitcd group of houses 
only. But a comparison of the data gives a rise above pre-war costs 
of about 65 per cent.® ‘A Plaimcr’ thinks that the ^^,675 cottage may 
in peace-time have cost ;^400, an increase of some 69 per cent. Vis- 
count Mersey® stated that an agricultural cottage which formerly 
cost ^600 now costs ,(^1,000, an increase of 67 per cent. Mr, L. 

^ By a selected group of 146 Local Authorities {Ministry of Labour Gazette), 

* See first table. ® House of Lords, August 3, 1943. 
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Wallis^ statol that a pre-war 5(^750 house would at present cost 
j(^i,2oo, a rise of 60 per cent. 

Accordbg to these data the war-time rise in costs appears to lie 
between 60 and 70 per cent. For a check on these estimates we may 
enquire into the development of the constituents of building costs, 
that is, wages, materials, overheads, and profits. 

BUILDING LABOUR 

Widi regard to labour costs we have to distinguish between the rise 
in the basic wage rate, changes in earnings, and changes in wage costs 
per unit of output. 

Wage Rates 

The basic rate of payment in the building and constructional trade 
is pegged to the cost of living index in a particular manner.* When- 
ever the average cost of living index for the preceding 12 months 
has changed by a complete points, the standard rate (for Grade A 
towns IS. gd. per hour for craftsmen) is raised by Since the out- 
break of war wages are reviewed every four months. 

Since the cost of living index underestimates the real changes in 
hving costs and, in addition, builders' wages react so slowly on this 
modified index, the discrepancy will have to be balanced by supple- 
mentaiy payments (overtime, bonus) and no clear distinction between 
the two forms of payment can be made. 

Basic wage rates had risen in July, 1943, by 21I-29 per cent for 
craftsmen® and by 27-36 per cent for labourers (compared with 
36 per cent for all other industries). 

Earnings 

Earnings in the Building and Contracting Industry are here given 
in comparison with October, 1938,* no rise in the wage-rates having 
takm place between October, 1938, and September, 1939. A com- 
parison of changes in earnings and wage rates gives the following 
picture. 

National Federation of Biulding Trades Employers on September 15» 

London Area, before the outbreak of war, were Ir. 9d. for craftsmen and 
is.3fa. foT builders labourers. Wages m the building materials manufaaurmg industnes 
are not linked to the cost of living index. 

» Varying according to cUssification by districts. See Prof. A. L. Bowlcy, Prices, Wages 
ana Earnings, London and Cambridge Economic Service, July, 1 943. 

* Ministry of Labour Enquiry. ^ 
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Chat^es in Builder* s Winger md Bmtings ^ 



Increase in Earnings ouer 

Increase in 


All 

workers 

Youths 

Men 

wage rates 
AH 

workers 


per cent 

per cent 

per cent 

per cent 

ju3y. 1940 . . 

.. 31*6 

— 

10-2 

July, 1941 . . 

, , 48*5 

100-3 

47-1 

19-7 

January, 1942 

. . 27-7 

75-0 

27-5 

21-8 

July, 1942 . . 

.. 54*6 

105-8 

54-5 

24*9 

January, 1943 

. . 43*6 

71-1 

43*4 

24*9 

July, 1943 .. 

. . 48*0^ 

— 

— 

31-2 


^ Mr. McCorquodalc, Ministry of labour (House of Commons, 23/7/43). 

The 48 percent increase in earnings compares with 63 per cent in all 
other industries covered by die enquiry. Only few juveniles seem to 
have flowed into the industry since the increase in their earnings 
hardly influences die percentage rise for all workers. A small number 
ofwomai have been absorbed in the budding and contracting trades, 
mainly in woodwork. On the whole, the earnings of adult male 
workers remained representative for the trade. The explanation for 
the discrepanc)^ between wage-rates and earnings has dierefore to 
be found in addirional working hours and/or extra payments addi- 
tional to the basic rates of wages. 

From 6th November, 1942, except in cases of special urgency, 
excessive overtime (over 60 hours per week) was prohibited, over- 
time for juveniles restricted (note die decrease of earnings of youths in 
January, 1943, compared with January, 1942) and Sunday work 
during November-February permitted on eight Sundays only. The 
data of earnings, however, suggest that in the cold winter of 1941-42 
htde overtime was worked, while the warm winter of 1942-43 was 
favourable for overtime. The guaranteed week providing for a full 
weekly wage in bad weather was in force on both dates, and, there- 
fore, the difference between the increase in earnings and the increase 
in wage-rates (in January, 1943, compared with January, 1942) 
roughly indicate die magnitude of the share of overtime in the total 
increase of earnings, that is, 8-9 per cent. Overtime rates are of 
the basic rate for the first two hours, for the second two hours, 
and on Saturdays from 12 noon to 4 p.m. Double time is paid for 
any additional hours and Sunday work. The rate for overtime may 
thus average roughly i'6 of the basic rate. 

The war-time increase of 31 per cent in wage-rates compares with 
a 48 per cent increase in earnings. Of the difference of 17 points 8-9 
can be explained by the increased rates for overtime and Sunday 
work, 5-6 for payments under the guaranteed week arrangement 
providing for the payment of wet time (indicated by the discrepancy 
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between w^e-rates and camings in January, 1942) and li for holidays 
with pay,^ leaving i| due to the Payment by Results Scheme. 

Payment by Results 

This scheme, introduced by the Essential Works (Building and 
Civil Engineering) Order, 1941, was superimposed on the existing 
system of payment by hours. The Order established, witli regard 
to brick-work, the number of bricks to be laid per hour before a 
bricklayer was entitled to a bonus. Contracting firms can adjust the 
basic output according to the job in hand. 

It has been claimed that as a consequence of this order the efficiency 
of bricklayers decreased to such an extent that the increase in wages 
per imit of output is much higher than appears on the surface. 
Figures quoted suggesting that wages per unit of output have gone up 
by 100-200 per cent, seem worth closer examination.* In comparing 
tlic efficiency of bricklayers account has to be taken of die wide 
variations in the kind of building job to be done, in the size and 
quality of bricks used, in climatic conditions, m the time between 
ordering and arrival of materials and machinery, and finally in the 
composition of the labour force. The building industry operated 
in peace-time with some 200,000 unemployed so diat mainly the 
physically fittest, aged 18 to 45, were continuously employed. Just 
these age groups have mosdy been called up, and newcomers in the 
industry take a long time before they have acquired the considerable 
skill required from a builder’s labourer. The Payment by Results 
scheme fixed a basic output per bricklayer per hour, varying from 
24 bricks to 80 bricks according to the size of brick and die category 
of work to be done. The bonus to be paid above the basic output 
varies from 2s. 3d. per 100 bricks per bricklayer to 6s. iid. The 
more frequent types of bricks, 4^ in. and 9 in., pointed both sides, are 
scheduled at 30 and 42 bricks respectively (that is, 240 and 336 in an 
8-hour day) and with bonuses of $s. 6d. and 45. (The bonus works 
out at about is. 8d. per hour.) A bricklayer’s efficiency in peace-time 
has been estimated by an expert® as some 500 bricks in an 8-hour day,* 

^ For one week equalling 16^. 

® Mr. A. Hopkin^on, Captain Garnnians, and Mr. Idiggs, in the House of Commons, and 
Letter to the Times, July 22, 1943, stated respectively that, a piece rate of l»32d. per brick 
laid compares with 0*42d. before the war; 360 bricks, 9 m., pointed one side, m 8 hours 
compare with 700 bricks in 8^ hours before the war and with 900 brick.s in 10 hours before 
the last war; 4,000 bricks could be laid m a day under favourable circumstances ; 800 — 
1,000 bricks could be laid in a day. 

* H. A. Mackunin, Builders* Estimates and Pricing Data, 1936. 

* With the help of a bricklayers* labourer. 
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representing an average of good and bad conditions.. If we assume the 
output under fevourable circumstances as being between 650 and 
750, then the average of 500 suggests that some 250 to 350 bricks 
would be laid under less satisfactory conditions. The Payment by 
Results Scheme worked obviously on the hypothesis that the war- 
time deterioration in labour, management, material, and transport 
has to be allowed for, and that an incentive for higher output has 
to be given to the marginal worker. 

The building labour force, totalling before the war some 1,300,000, 
has been weakened by the call-up of at least 500,000 of its young 
personnel to munition work and the services. Only part or them 
have been replaced, the inflow consisting of older men and of others 
not before engaged in the building industry. The number of crafts- 
men has been reduced by one-hm to two-thirds and the average 
ratio of craftsman to labourer, varying in peace-time between 1:1, 
I :a, and 2 ; 3, has correspondingly deteriorated. 

Cost per Unit of Output 

Those labour costs resulting from the Payment by Results 
Scheme appear to be caused by this deterioration in the labour 
force, and the few data available suggest that the Scheme succeeded 
in its aim of raising the efficiency of budding labour. (But it is not 
known if the relatively low level fixed for the basic output is the 
one best suited for achieving maximum efficiency.) Mr. Hicks stated 

Cost of Bricklaying in a i chkour Day 

Brickwork left rough Brickwork pointed one 

side 


Bricklaycrs’actual output,^ Bricks 
Scheduled basic output* 

4iin. 

650 

400 

9 in. 
780 
500 

14 in. 
870 
600 

4 in. 
560 
340 

9 in. 
700 
450 

14 m. 
790 
550 

Therefore bonus paid on: 

250 

280 

270 

220 

250 

240 

Bonus per 100 bricks (sh.) 

4/6 

3/6 

3/- 

Sh 

3/9 

3/2 

Total bonus 

Basic wage tO-hour bricklayer, 
bricklayers* labourer and 

11/3 

9/8 

8/1 

11/- 

9/4 

7/6 

ganger® 

+ 60 per cent additional over- 

33/5 

33/5 

33/5 

33/5 

33/5 

33/5 

time rate, for 2^ hours 

5/- 

Sh 

Sh 

Sh 

5/- 

Sh 

Basic wage 4- overtime 

Bonus as percentage of basic 

38/5 

38/5 

38/5 

38/5 

38/5 

38/5 

wage and overume 

29*5 

25*0 

21*0 

28*5 

24*5 

19*5 


^ According to above sample. 

* As provided in Payment by Results Scheme. 

® A ganger supervhing some 6 bricklayers and 3 labourers receives an additional pay of 
td.-3d, per hour. Therefore basic wage for bricklayer (2/ljt) : 21/3; for J bricklayer's labourer 
(1/8): 8/4; for 1/6 ganger (2/31): 3/10; total 33/5. 
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in Piurliamciit that according to an enquiry on 372 sites extending 
over three months and ending on April 30, 1943, the output of 9 in. 
brickwork left rough pa: bricklayer per hour was 78 bricks com- 
pared with 64 before the war. On the basis of this sample we can try 
to estimate the cost of the Bonus Scheme. 

Bonus payments thus account for an addition of 20-30 per cent; 
if efficiency has increased (78 instead of 64 bricks per hour) by 
22 per cent, the Payment by Results Scheme appears to be 
responsible for a relative rise in labour cost of probably 3 per cent 
and of not more than 8 per cent. Thus, the drop in efficiency due to 
war-time conditions has been mitigated, laboiu: conditions have been 
improved and labour disputes evaded. Without the bonus system 
there would have been a greater urgency for an increase in basic 
wages which lagged behind the rising cost of Hving. 

The Payment by Results Scheme sliould only be applied ‘when 
practicable and desirable.’^ Under the Scheme, until July, 1943, 
8,500 sites had been scheduled, and in July, 1943, 235,000 operatives 
were employed on 2,600 sites. Work on non-schcduled sites does 
not fall under this official piece-rate scheme although other bonus 
arrangements may be made.^ Therefore, out of the 800,000 or so 
building operatives a minority only has received die official bonus 
payments. If we take into account diis fact as well as the close inter- 
connection of bonus and basic wage as mentioned above, the share 
of the Scheme in total costs of building labour can hardly be more 
than i|-2 per cent. 

This argument is based on bricklayer’s output because an approxi- 
mate guess is possible from data given. The Payment by Results 
Order applies, however, to 12 other major operations in building, 
such as carpentry and joinery, painting, pipe-laying, etc. It has been 
assumed above that the principles of calculation applied to brick- 
laying are repiesentativc for other building operations included in 
the Scheme. This assumption would help to confirm the above 
explanation (p. 307) of the discrepancy between wage-rates and 
earnings for all building operations in housing. 

Other changes introduced in war-time and traceable neither in 
wage-rates nor in earnings have raised the cost of building labour: the 

^ Mr. Hicks, House of Commoiw, July 23, 1943. 

® Bonus schemes often form part of national agreements in individual industries, as in the 
Civil Engineering Industry. AUoWance for this fact, difficult to assess, should be made in 
calculating the extra cost of the compulsory scheme. 
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oWigation upon contractors to provide reasonable Hying and feeding 
facilities for the operatives, emergency medical services, recreational 
and transport faculties, and, in many cases* protective clothing and 
rubber boots. The costs of transferred labour have also to be counted 
in this category. Transferred workers receive a lodging allowance 
of 24s. a week, free travel home, cheap meals, regular leave, allow- 
ances for fare and travelling time, the home rate of wages in low- 
rated districts, and the craftsman’s rate of wages if they are engaged 
as labourers. 

Assuming diat some 25-30 per cent of the total labour force con- 
sist of transferred labour, and some 10 per cent consist of craftsmen 
used as labourers and that allowances for travelhng time and fares 
are paid to one-half of the labour force, some 20 per cent additional 
costs have to be taken into account. 

Conclusion 

To summarize, the costs of building labour per project expressed in 
terms of the present basic wage rate may have increased by 5 per cent 
by the Payment by Results Scheme (where applicable), 30 per cent 
by other war-time factors (overtime and Sunday work [8-10 per 
cent] and transferred labour^ [20 per cent]), 10 per cent by new 
concessions to labour (holidays with pay, guaranteed week, new 
facilities). The wage-index calculated from the basic wage rate only 
cannot allow for this additional burden of some 45 per cent. Expressed 
in pre-war basic rates, which have risen by 3 1 per cent, these new 
charges account for 60 per cent. The total war-time increase in 
the costs of building labour is tlierefore as follows: 

baMC wage rates . , . , . . 31 per cent 

additional changes . . , . , . 45 „ „ 

total increase (131 X 145) . . . . 76 per cent 

Labour costs have further been increased in the transport of building 
materials. In order to save rubber tyres for road vehicles, building 
materials arc nowadays largely carried by railway. The transport 
from the manufacturer to the site of building involves the additional 
processes of unloading from road vehicles to the railway carriage 
and vice versa.® Once sufficient labour and transport vehicles are 

* A greater margin of error has to be allowed for this item which varies according to the 
quantity of local labour raised. 

* The problem of higher freights restiltiiig from this change in transport will be discussed 
in the second article. 
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again available an increase in the cost of building labour by some 
40-45 per cent over pre-war may remain (of which 31 cent are 

due to the basic wage rates, assuming the cost of living is stabilized 
on the present level and some 13 per cent to concessions to labour, 
provided they are maintained). The immediate post-war pro- 
gramme will certainly be burdened with higher costs.^ 

' After the last war, 715 houses were built in the first year and 30,000 in the second. 



( 


THE COST OF BUILDING MATERIALS 
by S. Moos 

From Btoietin, Vol. 5, No. 15 (October, 1943) 

I N investigating how far the Board of Trade Wholesale Index of 
building materials is representative for present-day developments, 
we have to examine the structure of this index and then test it against 
the changes in the relative importance as well as in the quahty of 
the major building materials and in the costs of transport. 

TTie Board of Trade Index 

The Board of Trade Index, as reconstructed in 1935, is mostly based 
on weekly quotations from which a monthly average is derived.^ 
While with other commodity groups the weights of individual items 
are based on the value of goods manufactured or produced within 
the U.K. as given in the Census of Production, 1930,* and the imports 
of corresponding goods, in the index for building materials the 
individual items are weighted in accordance to their importance 
for building purposes. The weights were arrived at by collecting 
information with regard to die principal classes of materials used in 
the construction and repair {a) of working-class dwelUngs and (b) 
of a superior type of stone-faced office building. By some unknown 
procedure, the provisional weights were combined with the Census 
ofProduction, 1930, figures and the final weights established (Paint 3, 
Iron and Steel 3, Timber 2, Bricks and other clay products (excluding 
tiles) 2, Cement, Sand and Lime 2, Slates and TUes i, Stone i, Glass 
I, Lead and Earthenware i, Total 16). 

As far as the weights are based on the Census figures, changes 
between 1930 and 1935 can be estimated from published data. 

The consumption of timber® (including imports) in building has 
been estimated at ^^m. 40’ i for 1930 but no exact information has 
come forward. Nor are data on the value of paint used in the building 
industry available. The assignment of a weight of 3 to paint may be 
explained by the fact that the Board of Trade has included Repair 

^ The geometric mean is Aised in averaging the percentage price changes from riie base 
year, a mcdiod which is said to reduce the influence of quotations which have become 
unrepresentative. 

* Before 1935 the Census of 1906 formed this basis. 

* Sawn softwoods, builden’ woodwork, and plywood. 
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TABLE I 

BUEXJINO MAOTOALS IN TOB CBNSVS OP PHODUCtlON, i03S 

Quantities Value in £,$00 



mo 

ms 

mo 

ms 





percent 


perce 

Building bridb (millions) 

4,678 

7J20 

11,421 

33.0 

15,613 

37* 

Tales, Roofing (000 tons) 
Tiles, Boors, Walls, and 

599* 

823 

2,0401 

10*7 

2,3001 

11* 

Hcardi (000 cwt.) 

1,026 

1,793 

1,6981 


2,654 1 


limestone* 


2,587 

7*5 

2,329 

5^ 

Sandstone* 



1,581 

4*5 

1,285 

3* 

Cement* (000 tons) 

Iron and Steel girders, 

5,002 

6*214 

7,764 

22*4 

9.260 

22* 

beams, joists, pillars, etc. 







(000 tons) 

357 

513 

2,902 

8*4 

3,639 

8* 

Gto, Slate, and Sheet 



4,727 

13*5 

4,666 

11* 

Total of above items . . 



34,720 

lOO'O 

41,746 

too* 

^ Equivalent to 528 million tiles. 

* For use in building. 



® For me in building and engineering. 


work in the weights of the Index, and in the years preceding the wa 
repair accounted for some 25-30 per cent of total building worl 
However, the total value of repairs includes decorating, plumbinj 
heating, Hghting, carpentry work, shop and office fittings, etc., an 
labour, so that paint still seems overweighted. On the other ham 
various items in the sand and ballast group are not included in tl 
Board of Trade Index. 

As the B.O.T. Index is based on conditions existing in 1930, w 
would also have to allow for changes in technique and quality, fc 
the relative development of prices of different materials, and for tl 
changing character of building projects since that date. 

A certain shift from one-family to large tenement houses can 1 
observed, and dwelling houses play a smaller role in total buildin 
activity tlian before, their share falling from 63 per cent in 1930 t 
57 per cent in the first half of 1939, while that of factories, shops, an 
offices increased, in the same period, from 13 per cent to 20 per cent, 

TABLE II 

BUILDING PLANS, IN £ MUX. 



Dwelling 

Factories 

Shopst 

Churches, 

Other 




Houses 

and 

Offices, 

Schools, 

Buildings, 

Totals 




Workshops 

Ware-- 

Public 

Additions, 





houses 

etc. 

Buildings 

Alterations 



1930 . . 

/o 

46*8 63 

% 

4*6 6 

% 

5*5 7 

% 

8*4 11 

% 

9*4 13 

74*6 

1 

1 

1935 . . 

78*4 68 

7*7 7 

7-9 7 

9*0 8 

11*3 10 

114-3 

H 

1938 . . 

60*0 61 

7*5 8 

9*5 to 

9*5 10 

1M 11 

97*6 

1 

1 half 1939 .. 

27-0 57 

4*6 10 

4*8 10 

4-9 10 

6*0 33 

47*3 

1 

1939, theoretical 

54*0 

9*0 

9*6 

9*8 

12*0 

946 
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Assuming the first half of 1939 to be represoitatiye for a full peace 
year, the value of building plans for new dwelling houses, between 
1930 and 1939, rose by 1 5 *4 per cent, but diat for factories, shops, etc., 
by 84 per cent and the total value by 27 per cent. The important 
changes in building activity since 1930, the year on which the weights 
of the Board of Trade Index are based, continued up to the outbreak 
of war. Since then the character of building activity has been trans- 
formed, construction being concentrated on factories, hostels, bar- 
racks, airfields, shelters, etc. The output of bricks has shrunk to about 
one-fourth^ of peace time, while the production of concrete has been 
extended. During and after the war, some building materials may 
be scarce and be substituted by others. Under present conditions, 
an accurate re-weighting of building materials in an index of prices 
seems extremely difficult. The weights will depend on the’ general 
building policy. Important issues such as pre-fabrication against 
traditional methods, flats versus houses, repair versus new houses, 
imported versus home-grown timber, etc., have first to be decided. 

We can say, however, that a relative underweight of timber in 
the Index, if compared with steel, becomes significant when timber 
prices rise out of all proportion, as is the case at present. An increase 
in various building material prices of some 40-60 per cent compares 
■with a 155 per cent rise in timber. The second largest price increase 
has taken place in ballast (‘2 in. unscreened’ having risen by 80 per 
cent and Thames ballast by 58 per cent) which is also insufficiently 
represented in the Index. 

Bricks, Cement, and Timber 

The Board of Trade Index suffers also from shortcomings in the 
price quotations used. Changes in the quality of the materials 
quoted cannot easily be allowed for, owing to tlie difficulty in 
estimating the degree to which mferior material* and substitutes for 
materials in short supply have been employed. Yet, a comparison of 
prices can only be of value in so far as the standard of quality is main- 
tained. The extent of these shifts in quality may be gauged from the 
■wide discrepancies in the estimates of price changes. 

Estimates of the change in the price of bricks run fi-om -2 per cent 
to as much as -h 100 per cent. The differences in quotation are due 
to differences in the quahty quoted, to the change in the type of brick 

^ To .wme 2,000,000,000. Mr. Hicks, in House of Commons, 23/7/43. 

* The pxesciir scarcity of materials is an incenti\ e for tlisposal of stocks which could n o 
be sold on a normal market. During and after the last war, doors and windows were oftcu 
made of green wood, and bricks were used which could not witlistand the effect of frost. 
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used, to the inclusion or exclusion of frdght to the place of delivery, 
and to the levy of 35. per 1,000 bricks for die care and maintenance 
of 3 18 closed brick*works, a charge which is levied uniformly without 
regard to quality and may or may not be included in the quotation. 

The war-time rise in the price of i ton of cement^ has been given as 
24 per cent (from 41s. to 5ir.), as 41 per cent (from 41s. to 58s.) and 
as 50 per cent (from 42s. to 63s).* 

The change in the prices of timber is difficult to estimate. The 
substitution of imported by home-grown timber involves not only 
a change in quality. While timber is imported according to specified 
grades in each particular species of wood, there is in home-grown 
timber no recogniaed grading, no special mark which would guaran- 
tee a certain qu^ty. Although maximum prices are fixed by schedule, 
prices quoted seem to vary to such a degree, that no comparable 
figures can be given. 

The maximum price schedule allows for special additions to be 
made of 10 per cent in case of selected lengths and 20 per cent for 
orders of less than ^15 value for any one size and quality. In spite 
of official counter-measures there is always the possibility to split up 
large orders into ^^15 units. Often, lacking the sizes and grades 
wanted, more expensive wood has to be purchased. There is a 
further percentage increase on the maximum price of home-grown 
wood processed in this country, varying from 5 per cent to 50 per 
cent according to the location of the mill® and to other circum- 
stances.* A 10 per cent addition is allowed if the material had pre- 
viously beeen delivered to a depot certified by the Ministry of Supply. 
It is thus not surprising that estimates with regard to the increase in 
timber prices (per standard), vary measurably, between 275 per cent 
(from 2^15. los. to jC,6o); 140 per cent (from jQzo to ;£48); 154 per 
cent (from ^28 to ;^7i); 205 per cent (from j()i8 to (pre- 

war compared with summer 1943). 

The increase in the price of metal windows has been given as 75 per 
cent and as 25 per cent. In the first quotation, qualities which had 

^ The cost of which in building depends largely on the proportion of lime and cement to 
sand varying between 1 : 1 and 1 : 3, 

» Estiinates respectively by The Builder; Mr. liicks, Hansard, 1943, p, 1330, and Mr. 
Quibell Brigg, Hansard, 1943, p. 1289. 

® Town, country, or port'-dty mill. 

* The Control of Timber Order, 1943, No. 192, differentiates between processed wood 
sold by a mill-owner and that sold by a retailer and between delivery to the buyer from the 
mill axid delivery from a retailers' store. 

® Estimates respectively by Mr. D, Quibell, House of Commons, 23/7/43; Mr. Hicks, 
House of Commons, 23/7/43; Softw-ood, planed boards, British Columbia Pine, TheBmlhr^ 
Times, 22/7/43, Letter to the Editor by the President of the Housebuilders' Association. 
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beoi widely used in peace but bave meanwhile becdme scarce, were 
given their old pre-war wekhts, when ihcaverage price wascompiled. 
The second quotation is based on a standard quality whi<m has 
become representative for war-time building. 

Two Estimates of Price Changes 

Table III, giving prices of building materials as published weekly in 
The Builder, reflects the complications in comparing pre-war and 
present quotations.^ 

A comparison of the prices is nmleading in so far as the quotations 
of 1939 refer to ‘delivered to site’ in the London Area, but are now 
partly given ‘at works,’ that is, excluding freight, partly to certain 
stations and partly ‘to site’. 

TABLE in 

PBICES OP BUILDING MATBRIALS (SOURCB, Th Builder)^ 

25/8/1939 15/10/1943 Percentage 

delivered to Increase 

the site 




£ 

s. 

d. 

£ 

d. 


Bricks, First Hard Stocks 

per 1,000 

4 15 

0 

4 13 

0 (at works) 

—2 

Thames BaUast 

„ yard 


1 

3 

11 

6 (Paddington) 58 

Cement, in loads of 6 tons 

„ ton 

2 

1 

0 

2 11 

0 (London) 

24 

Slates, 20 in. x 10 in 

„ 1,000 

20 15 

0 

30 5 

0 „ 

46 

Tiles, part machine made 
Softwood, Planed Boards, Brit. 

„ 1,000 

4 

2 

6 

5 18 

0 

43 

Columbia Pine 

„ smd. 

28 

0 

0 

71 0 

0 

155 

Steel Joists, Girders, etc 

.. ton 

16 

0 

0 

24 0 

0 .. 

50 

White Lead Paint 

„ cwt. 

3 

8 

0 

4 16 

6 

42 

Sheet glass, 18 ozs. 

„ ft. super 





45 


^ Quoted by kind permission of The Builder. 


This mode of calculation may be responsible for the fact that the 
rise in prices of several materials seems much lower in The Builder 
than in other sources. Iron rain-water goods are still quoted at pre- 
war prices. 2 in. Unscreened Ballast appears with an increase of some 
60 per cent compared with 88 per cent in the Architects’ Journal. The 
war-time levy of 3s. per 1,000 bricks is excluded. Owing to this 
omission and to the exclusion of transport costs, the quotation for 
bricks (first hard Stocks) has, in the course of the war, fallen by 2 
per cent. The price for cement excludes the charge of 7s. for bags 
which in peace-time had been delivered free. 

A comparatively good basis for comparison is given by the data 

' It is this price list of The Builder from which the Board of Trade compiles its Index of 
Wholesale Pnccs of Building Materials. Tlie following quotations in The Builder are used 
by the Board of Trade: dmbcr» bricks, riles, slates, cement, steel joists, bath stones, chalk, 
lime, baUast, glass, rain<«water pipes, white lead paint* 
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pobliAcd mondxly in the Architects* Journal; they refer to materials 
delivered to site in the London Area if not otherwise stated. Table IV 
gives the development of prices, half-yearly since the outbreak of 
war. It can be seen that the different materials vary considerably with 
regard to the total increase and to the timing of price-rises. Of the 
materials quoted^ the greatest rise has taken place in ballast and in 
sheet lead, 8o per cent and 65 per cent. Bricks have risen by only 
29 per cent. Other materials ate some 40-50 per cent liigher than 
before the war. With the exception of white lead paint and stoneware 
drain-pipes, prices have moved only little since the second half of 

1941- 

If the Board of Trade weights arc applied to the prices given in the 
Architects’ Journal,^ a war-time increase of some 53 per cent is arrived 
at, against 43 per cent as given by the Board of Trade for the 
second half of 1943 .® 

There are no Government fixed prices for bricks, tiles, lime, sand, 
and ballast.^ The system of control of building materials^ is based 
not on compulsory powers but on voluntary co-operation of the 
trade associations concerned. 

Apart from the building materials Hsted above, tlic costs of specialists’ 
work such as sanitary fittings, wall-tiling, ironmongery, and internal 
plumbmg has to be considered. Enquiries wnth important firms gave 
die followhig results; Prices of Sanitary equipment have risen by 
some 50-to 55 per cent, of ironmongery 40 per cent, of wall-tiling 
for glazed tiles 75 per cent, for floor tiles 50 per cent, and of internal 
plumbing (including domestic and hot water) 45 per cent.® An 
average increase of some 50 per cent in the price of specialists’ work 
seems therefore a good approximation. 

Conclusion 

Changes in the type and average distance of transport may be 
responsible for changes in cost out of proportion to the rise m freight 
rates. Overheads (which seem to run between 20 per cent and 33I 
per cent on wages, and 10 per cent to i2| per cent on materials) may 

^ Which do not include timber and glass 

® With the exception of timber and glass* taken from The Butlder, 

® In the 3rd quarter, 1943, the Board c>f Trade increase was 45 per cent, 

* For paint* profit margins have been fixed at 1939 levels by the Central Price Rceuladon 
Committee. 

® Most building materials ire controlled by the Ministry of Works, although under 
different forms of control, some of them stricter than others. Timber and steel arc the 
concern of die Ministry of Supply. 

* Referring to working-class houses 
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WHOLESALE PftlCBS OF BUILDING MATERIALS, 1939-1943 
(Source: Architects* Journal) 
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have risen out of proportion to prime costs in some cases. War Risk 
Insurance at 3 per cent on many material stocks must be counted* 
The effea of diese and other small factors caimot be measured but 
allowance should be made for them. They are excluded from our 
final estimate of war-time changes in building costs which we can 
now summarize: 

Building materials 55*0 per cent 

Labour^ 91*0 per cent 

Wages and Materials (ratio 45 : 55) 72*0 per cent 

^ See 'Labour Costs m Housing*, Buljubtin, Vol. 5, No. 14. 

The difference between this estimate and that of 60-70 per cent 
based on tenders for new dwellings in the previous article indicates 
the margin of error which may be due partly to an over-estimate 
of the costs of transferred labour, partly to the change in quality of 
buildings since the outbreak of war. if profit margins were higher 
than before die war, the increase in average costs of building would 
be over 75-80 per cent. 

A permanent source of unnecessarily liigher costs is to be found in 
existing Standard Budding Bye Laws which do not allow for die 
progress, before and during the war, in building materials, and 
which retard the extension of dove-tail (pre-fabrication) building. 
The future trend of the cost of building materials cannot easily be 
assessed. The liquidation of private building activity during the war 
may have prevented a further rise in prices. But the absence of a 
stricter control of prices of building materials will make it more 
difficult to avoid sharp upward movements when private building 
is resumed.^ 

^ During the building boom, 1920-21 building costs had risen to 300-350 per cent above 
pre-war before they fell to 60-80 per cent above the pre-war level. The average cost of a 
house (parlour and non-parlour) fell from £627-714 in 1921 to /;310-429 in 1922. (Source: 
International Labour Office, Housing PoHcy m Europe). 

Postscript: In October, 1945, building materials, according to the B.O.T. Index, had in- 
creased since August, 1939, by 51*6 per cent, wage-rates by 40 per cent; the Minister of 
Works stated, however, in the House of Commons, that die cost of a ,^1 ,200 house in 
November, 1945, corresponded to a £550 house before the War, that is an increase of 120 
per cent compared with 72 per cent in July, 1943. 



MEAT AND WHEAT 
by J. Goldmam 

From Bulletik, Vol. 5, No. 5 (Atril 3, 1943) 

I T was announced recently that the first shipments of dried meat 
had arrived in diis country and that it would take some time until 
supplies would be sufficient to allow distribution tlirough retail shops 
as part of the meat ration. The prospect of dried meat becoming 
available for this purpose considerably affects the basis of the present 
meat policy, and it thus renews die interest in the standing war-time 
controversy of cattle-rearing versus wheat-farming. 

I. During four years of war, about 7 milUon acres have been 
ploughed up. Since, however, part of this land has returned to 
temporary grasses, the net increase in tillage is smaller than 7 million 
acres, but to what extent is not known. The acreage under wheat 
had been brought up from i-p million acres in 1938 to 2-2 million 
acres by the Spring of 1942,’^ and subsequendy Mr. Hudson asked 
fiar a further increase of 0'6 million acres. It follows that of the newly 
ploughed-up land only about 1 5 per cent went into wheat production, 
assuming that Mr. Hudson’s request was fully comphed with. Thus, 
the share of wheat in arable farming was, at best, kept constant during 
the war. There have been some increases in the area under potatoes, 
sugar beet, and vegetables, but die greater part of the new tillage is 
producing fodder crops.^ In diis way it became possible, in spite of 
the virtual cessation of imports of feeding-stuffs, to increase the catdc 
population above the pre-war level.® 

2. It is not difficult to estimate — ^in terms of alternative uses — the 
cost to the war-economy of using the greater part of the additional 
acreage for the maintenance of the cattle population. Before the 
war, 7 to 8 million acres of arable land produced fodder crops (or 
temporary grasses). In view of the war-time increase, this figure 
may have risen to 11 to 12 million acres. Let us assume that the 
original policy of the Ministry of Agriculture of reducing the number 

« See The Times, March 19, 1942. 

• Dr. C. S» Orwiii, Manchester Guardian, June 19, 1942. 

• See The Tims, August 17, 1942. There was a fall in the number of pigs, sheep, and 
poultry. 
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of catdc^ had bmi carried out and that, for example, beef cattle 
production had been cut, say by a third, while dairy herds had been 
maintained. Since the share of beef cattle in the total cattle population 
is about 50 per cent, fodder consumption by all catde would have 
been reduced by about onc-sixth. Disregarding, for the moment, 
the claim of other live-stock on fodder supplies, it may be estinuted 
that, under the assumption of the above cut, a sixth of the acreage 
under fodder, or about 2 million acres, would become available for 
other use. 

The cut in home supplies of beef would be smaller than a third, 
since part of the supply of beef is derived from dairy herds. The 
net reduction may be taken as about 25 per cent of the home supply 
of beef® or about 130,000 tons a year. If the 2 milhon acres released 
from fodder production were put under wheat, milling barley, or 
rye, the gain in home-grown com may be estimated — allowing for 
lower yields on marginal land — at about 1-5 milUon tons. 

A fall in die fodder acreage would also affect the (already reduced) 
sheep population, but to a lesser extent, because sheep rely more on 
permanent grass land or rough grazing than cattle. In any case, even 
a 15 per cent cut in home-grown mutton supplies would only mean 
a loss of about 30,000 tons. 

The net saving in shipping space may be smaller than the difference 
between the gain in com (about i'5 million tons) and the loss in 
meat (at most 160,000 tons), because of a possible increase in require- 
ments of imported fertilizers which miglit occur if the cattle popula- 
tion were reduced; it is unlikely, however, that the net saving 
resulting from the a.ssumcd cut in the numbers of beef cattle by a 
tliird would be less than i million tons. (Supplies of milk would not 
be effected). Agricultural scientists and farmers differ as to the 
extent of the net saving that could be achieved, but Lord Cornwallis, 
Chairman of the Kent War Agricultural Committee, in a speech 
to die Farmers’ Club, quoted and did not question a statement that 
‘it took 5 to 15 acres of crops fed to hvcstock to save as much shipping 
space as one acre under human food crops.’® This statement roughly 
confirms our estimate of a gain of !•$ million tons of com against 

^ ‘The number of livestock would have to be adjusted so that a larger acreage of our 
land could directly grow human food.’ Mr. Hudson, as quoted in The Times, March 6, 1941. 
Further; “Hie Mirustcr of Agriculture has now told the farmers that they mu 5 t .start to 
reduce the number of cattle on their farms as well as pigs and poultry/ 

* Estimated from the average prt^war supply with an allowance for tlic reduction in yield 
of meat due to under-feeding, which was only partly offset by the increase in die number 
of cattle. 

• The Times, October 7, 1942. 
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a loss of at most r 60,000 tons of meat from the swifrh-over of a frsth 
of tlic aareage under fodder to com crops. (The net saving should, 
perhaps, be reduced, by an allowance for additional import require- 
ments of fertilizers.) 

3. An independent check on the above estimate can be obtained 
by another method involving a few technical considerations.^ Calves 
not intended for dairying, fattening, or breeding are usually slaugh- 
tered after one to two months and they yield about 100 lb. of veal. 
The average hve weight of fat cattle is ii cwt., yielding about 700 lb. 
of beef, a net increase of 600 lb., as compared with the yield of the 
calf. 

The cost of fodder requirements can be estimated as follows: On 
the average the breeding of fat cattle takes two years, and the sub- 
sequently fattening process five months. During the breeding period, 
winter rations of fodder crops total o-8 tons starch equivalent for the 
whole period. In addition, for sitmmer feeding on die pastures one 
and a quarter to one and a half acres of grassland should be allowed 
per head. To maintain an annual output of one animal, two animals 
must be kept in the breeding stage in each year. This requires an 
annual production in fodder crops amounting to 0-8 tons starch 
equivalent, and die cultivation of 2*5 to 3 acres of grass land. The 
average yield of the main fodder crops is i ton starch equivalent per 
acre. It follows that 0-8 acres must be kept under fodder crops. 
The combined annual acreage requirements (feeding stuffs and grass), 
is, so far, 3-3 to 3-8 acres. 

In addition, after about two years, the animal is fattened and con- 
sumes during the fattening period feeding stuffs of a starch equivalent 
of about 0'8 tons. This increases the acreage under fodder crops 
by another 0'8 acres, and brings the total acreage requirements to 4' i 
to 4’6 acres. This is the acreage needed for an annual production 
of 600 lbs. of beef; or 15 to 17 acres to i ton of beef. 

If the acreage producing one ton of beef were put under wheat, 
milling barley or rye, the yield in com may be estimated at about 
1 1 tons. Thus we obtain a similar ratio of meat to com yields per 
acre as before. 

4. Moreover, it will probably not be necessary to increase imports 
of meat to die extent calculated above. While the slaughtering-off 
is in progress the supply of home-grown meat would be greater dian 
before and imports could even be reduced. This would not, however, 

^ Figures relating to beef and veal production given below are based on Watson and 
Moore, Agnmlture* 
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necessitate a corresponding increase in the wcwlit of meat imports 
at a later date, because then dried meat will be available in largw 
quantities. The ddhciency m home-grown meat supplies, which 
will occur after the slaughtering-off process has been completed, 
will be covered by imports of dried meat weighing not much more 
than a third of the equivalent quantity of fresh or refrigerated meat. 

5. A change in meat policy may also become necessary for another 
reason. Part of the land that has been brought into arable cultivation 
during the war is now sown to temporary grass to maintain soil 
fertility, and thus withdrawn from crops for human consumption. 
It has been stated by Mr. Hudson that in 194a this factor went a 
considerable way towards nullifying, in respect of the net increase 
of tillage, the 800,000 scheduled acres of newly ploughed-up land. 
Other hnd, hitherto under grass, may be released in the process and 
become available for crops for human consumption. It is probable, 
however, that this land will be less suited for such crops and that 
their yield will be reduced. If this is so, more land will be requited 
to produce the same supply of crops for direct consumption, and 
it will become even more urgent to reduce the area xmder fodder 
crops. 

This factor will gain in importance during the next one or two 
seasons when large parts of the new tillage will return to temporary 

g rasses. Then, the alternative to a reduction in the beef cattle popu- 
tion will not just mean foregoing economies iS shipping wliich 
could be achieved by such a measure, but new demands on shipping 
space due to the reduction of home wheat supplies. 

6. A reduction of the beef cattle population can oiJy be effected 
through an adjustment of the present price structure for agricultural 
suppHes. As long as it pays farmers to maintain their livestock, rather 
than to grow human food directly, they will do so and compulsory 
measures may prove abortive. The announcement of a long term 
purchasing policy with a price-differential favouring slaughterings 
in the nearest suitable period will help to overcome resistance to 
changes that have become necessary. On the other hand, price 
adjustments in themselves may be insufficient, in view of the strong 
influence of post-war considerations which may induce farmers to 
maintain their Hvestock, even if this should cause losses in the short 
run. Direct controls will, therefore, be required. 

As prices of home-grown meat arc considerably higher than prices 
of imported meat a temporary increase in the share of the former in 
total consumption would amount to an effective reduction in the 
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eadsting meat ration, wHch is fixed by value. If a fiurtber cat in 
supplies of animal protein were inadvisable such a reduction could 
be avoided cither by reducing the price of home-grown meat with 
an increase in the present subsidy, or by raising the money value of 
the meat ration. Both measures need only be temporary and could 
be cancelled when the slaughtering-off process is completed. If 
cither of them were adopted, the additional saving in shipping space 
mentioned above (Section 4), would be somewhat reduced but the 
basic economy fi:om the switch-over from beef production to direct 
human food would remain unaffected. 
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CONCENTRATION IN THE 
‘NON-ESSENTIAL’ INDUSTRIES 

by T. Balogh and F. A. Burchardt 

From Buixetin, Vox. 3, No. 4 (March 15, 1941) 

T he measures announced by the President of the Board of Trade, 
which will concentrate production of ‘non-essential commo- 
dities’ in certain firms picked according to war needs, have been 
welcomed in principle by the industries concerned and by the public 
in general. Tlxey will permit a better use of labour and plant in these 
industries, thus freeing a large volume of both for the war sector, 
where they are urgently needed. The present position in wliich the 
cut in home consumption exhausted itself mainly by reducing the 
scale of operation of firms, mstead of leading to the complete shutting 
of some, was not satisfactory. Costs rose as overheads had to be 
distributed over a smaller output, plant, and labour were not fully 
utiHzed, productivity declined. All this will be altered by the new 
policy. 

It is reported that about one hundred industries, of which twenty 
are major ones, will be affected by the plan. In view of what the 
newspapers describe as the revolutionary nature of the measure, and 
in view of the differences in working conditions, organization, and 
location of the various industries, the Government’s decision to take 
the industries, both employers and employees, into their full con- 
fidence seems to be a wise policy. The various indu.strics are to work 
out their own plans for output concentration, and the discussions 
between the Board of Trade and industrial representatives are to 
begin this week and to be completed as speedily as possible. These 
preliminary talks should enable the Government to obtain an idea 
of the different conditions existing in the various industries and of 
the prevailing attitude of industrial circles towards a solution of the 
problem. It is realized that voluntary agreements may prove 
impossible and that the Government may have to enforce a scheme. 
For this eventuality and also as a criterion forjudging the majority 
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decisions of voluntary agrecmoits, the Government will have to 
work out certam guiding principles. 

In fact, it will not be easy to persuade firms to disclose -manu- 
facturing secrets, customers’ lists, etc., to their competitors, and it is 
doubtful whether private agreements can be arrived at about trade 
marks and goodwill. At any rate, private negotiations may entail 
delay. And delay retards the war efforts and may also, as the Cotton 
Board has pointed out, prejudice the position of many firms and the 
smooth introduction of the scheme. Further, if objective criteria 
such as demand for labour, safety of the area from air attack, profit- 
ability, etc., are to determine the ‘nucleus firms’ the less fortunate 
will be in a very poor bargaining position. As there is little doubt 
who they will he, it may he desirable to safeguard the weak firms 
against the demands of the better-off firms and also to decide whether 
or to what extent concentration of output should be permitted to 
promote concentration of ownership at onerous conditicins for those 
taken over, which seems under the present plan inevitable. Quite 
apart from the fact that such development is not reversible and the 
Government has pledged itself to guarantee reinstatement after the 
war, industrial self-govemment taking the form of private mono- 
pohes docs not, as demonstrated in the past, seem to produce the 
best solutions from the national point of view. Suitable interchange 
of managements, the reshaping of production technique, economy 
in replacements, is more difficult if the ‘firm’ even after energetic 
‘concentration’ of production is retained as a unit. Thus, even though 
the proposed solution is an improvement on tlie actual position it 
falls short of the optimum possible. 

The unscrambhng of war-time arrangements, the restoration of 
goodwill and labour force to the closed-down firms, the protection 
of the weaker firms wliich the Government desires can be met in 
various ways. One solution, which may not appeal immediately 
to the industries concerned but has been mentioned in discussions 
about the reorganization of the industry, seems to offer definite 
advantage over more private arrangements. War-time Holding 
Companies unifying wMe industries could be established. They 
could issue preference shares to all participating firms according to 
certain objective standards such as pre-war profits, capital, etc., and 
irrespective of whether they are to close down or not. All trading 
surplus, rent payments for buildings taken over by the Government, 
would be paid to the Holding Company, which would then distribute 
the revenue among the participating firms. Following the American 
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esample, controllers of diese companies could be drawn &om odict 
industries who have no private interests in the industry and whose 
disinterestedness should command confidence. Such compsuues 
would be enabled; 

{a) to appoint the best managers irrespective of their previous 
jobs; 

(b) to rationalize production according to the most modem 
principles irrespective of the ownership of the plant, not only 
by concentrating production but also by transferring manage- 
ment, plant and labour as and when necessary; 

(c) to accumulate and manage stock of commodities likely to 
become scarce, so as to minimize air-raid damage; 

(d) to undertake such exports as deemed expedient irrespective 
of sterling cost. 

It is more than probable that both the concentration of output, 
the growing scarcity of supplies and the safeguarding of the interest 
of all will demand simplification and standardization of products. 

Independence of control of these factories will prevent them from 
degenerating into restrictive cartels and will safeguard the interests 
of the eliminated units, thus facilitating a return to peace conditions. 
In fact, the tighter State control is in war-time the more easy would 
seem to be a return to a freer economy afterwards. 

The proposed reorganization could go a long way to achieve 
maximum technical efficiency and offer safeguarch for the displaced 
firms, but can hardly do enough to reduce the hardship incurred by 
non-essential trades as a whole. It is significant that several of the 
major industries have at once raised the question of compensation. 
It is true, the new measures do not entail a further cut in production. 
They therefore do not increase the losses of industry. Indeed, if 
prices are maintained at the present level the mere concentration of 
output will increase the total surplus available for distribution. 

Three ways of distributing the burden of concentration and restric- 
tion of production in non-essential trades are being discussed. 

(a) To regard the existing cuts of production as a result of ‘force 
majeure’ and to distribute the extra profits of the ‘nucleus 
firms’ due to the transferred extra output according to certain 
standards among the displaced firms in each industry. 

(b) To cover maintenance, current and capital obligations (partly 
or entirely) of the inactive firms by raising additional revenue 
by charging higher prices, that is by way of a levy. 

(c) To provide for compensation out of State subsidies. 
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To jttdigc feom the official statement, the Board of Trade seems to 
ffivour tiB first method and has, at any rate, refused to grant com- 
pensation out of public funds. The extra earnings of the selected firms 
■will obviously permit paying the displaced firms more than they have 
earned under spread-over conditions. They would thus indemnify 
the latter for losses due to concentration. That may or may not be 
sufficient to enable firms to meet fixed charges and maintenance costs. 

Whether additional compensation should be given to enable all 
firms to cover these charges raises a different and wider question, 
namely, that of compensation for governmental restrictions of 
output. At the present scale of operations (and severer cuts may be 
inevitable) non-essential industries are incurring very serious losses, 
as the President of the Board of Trade stated. And the greatest 
conceivable increase in surplus (at given prices) may not be sufficient 
to cover minimum maintenance and fixed charges of the displaced 
firms. With or without concentration, these restrictions of produc- 
tion will either eliminate the weaker (marginal) firms^ or compel 
them to amalgamate with their stronger competitors, unless the 
Government interferes with protective measures. Whether such a 
war-time purge of the non-essential trades is compatible with the 
Government’s pledge to facilitate a return to the status quo ante and 
to maintain the independence of the individual units, has not yet been 
officially explained. 

If compensation for loss of output were contemplated the worst 
means of raising compensation funds would be to levy them on the 
consumers by increased prices. The temptation for both the Govern- 
ment and the employers to compromise on this Hne is great, 
and Captain Lyttleton’s speech left tliis question open. Yet, this 
solution should be firmly refused. For such an imposition of indirect 
taxes by private associations, where the rate of tax would be made 
largely dependent on die financial structure of the industry, Would 
distribute the burden on the consumer in a haphazard way and may 
even drive produedon in undesirable direcdons. Moreover, the rise 
in prices wul, through wage increases, further accentuate the vicious 
spiral. Finally, these levies are likely to become stumbling blocks in 
the demobilizadon period and wdl act as a lever for cartelizadon. 

Should the Government be forced under pressure firom the 
industries to grant them a measure of extra compensadon for loss of 
output, straightforward subsidies would be the proper solution, 

^ The survival chances of the smaller firms might be greater under the present system than 
m the case of concentration which favours the large units. 

y 
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The reluctance of the Government to accept the prindplc of com- 
pensation for loss of output may be presumed to be based on these 
grounds: 

1. That compensation in this case would create a precedent for 
claims of other firms, shops, and in fact income receivers in general 
hit by the war, and thus give rise to unforeseeable commitments. 

2. That the country’s finance could not affiard additional payments 
for ‘unproductive’ purposes. 

* 3. That it would lead to inflation. 

Reason (i) may be regarded as a valid one; the validity of reasons 
{2) and (3), wliicli are closely connected with one another, depends 
not on the payments made but on the way the payments are used. 

Both the organizational and financial problem may not admit of 
a standard solution for all industries. But, if experimental plans are 
to be put in operation, it would appear desirable that at least in cases 
where no voluntary agreement has been reached, a scheme of 
War-time Holding Companies be given a trial, in order to compare 
the results of industrial self-government with drat of rational State 
planning. 



CONCENTRATION IN THE LEICESTER 
HOSIERY INDUSTRY^ 

by G. D. N. Worswich 

From Bulletin, Vol. 3, No. 6 (April 26, 1941) 

PRINCIPLES OF TELESCOPING 

T he principle of the concentration of production of non- 
essential goods into a reduced number of factories in order tore- 
lease as much labour and factory space as possible for war-work has 
everywhere been accepted as necessary. But the method by which 
the telescoping is brought about is also of the profoundest import- 
ance. The (k^vernment scheme is nominally a war-time measure; 
nevertheless many of the changes it brings about will be permanent 
It is vital, therefore, that the concentration process shall be one wliich 
not only benefits the community during the war, but also one 
which does not prejudice the future. During the war, sacrifices 
inevitably caused to particular interests should be distributed as 
evenly as possible, and so far as is consistent with the telescoping 
itself post-war interests should be protected. 

In order to obtain an impression of how the scheme will work out 
in practice, a number of interviews was obtained with Hosiery 
manufacturers in Leicester in which they were asked to express their 
views of the Government scheme and to put forward any sugges- 
tions for its modification which they considered necessary.^ The 
investigation was made easier by the fact that an ad hoc committee 
of small and medium manufacturers, representing over two hundred 
firms in and near Leicester, had recently been formed and it had 
already discussed many points and made certain specific requests 

^ The economic principles of concentration were amply discussed both in the Bullbtin 
and elsewhere when the scheme was introduced in March 1941. There were, however, 
many technical and organizational questions which arose in each particular industry. In 
order to tiirow some light on these problems a member of our stall paid a visit to Leicester 
to obtain the views of hosiery manufacturers on the concentration scheme and to form an 
impression of how it was workmg out in practice . — The Editor, 

* The tmic available for this brief survey was extremely limited, and it was in no way 
comprehensive; in addition the answers of the Board of Trade to a number of important 
questions put by various firms had not been received and some of die problems raised in 
this article may, by the time of publication, have been solved in one way or another. I should 
like, at this point, to express my tlianks to those manufacturers and others, who, at very short 
notice, did all tliey could to assist the investigation 
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to tbc Board of Trade. As will be seen later, the hosiery industry 
has many problems peculiar to itself with regard to the concentra- 
tion of production, but a description and analysis of these and other 
problems may suggest methods of telescoping which will have a 
more general application to other ‘non-essential’ industries. First 
of all it is necessary to outline the general procedure of concentra- 
tion as it stands at present. A basic period— June to November 
1940 — has been taken, and every firm must calculate the value of 
its production of each of half-a-dozen different classes of hosiery, 
for both home civilian and Government order The Board of Trade 
indicates to the industry for each of the separate classes of hosiery 
how much of this production it considers ‘redundant’, and the pro- 
duction in future must be curtailed accordingly. For example, the 
‘redundancy* for outerwear, was, I was told, 60 per cent. For this 
class of good, therefore, a firm (A say) must calculate its production 
(in value terms) for the standard period; in future it may produce at 
a rate of 40 per cent of this figure. Furthermore, die number of 
machines must be so reduced as to produce this output on the basis 
of a 48-hour working week.® If, during the standard period a firm 
was using only 70 per cent of its machuicry working on a 48-hour 
basis,® provided it is stiU producing the same line of good, in future 
it will need only 28 per cent of its machines, thus releasing 72 per 
cent of its plant. Suppose A wishes to qualify as a ‘nucleus’ firm, 
then it must find other firms B, C, D, etc., who will come into A’s 
factory and produce on the remaining macliinery their respective 
production quotas. Or, alternatively, A may shut down altogether, 
become an ‘absorbed’ firm and take over its quota to be produced 
by a ‘nucleus’ firm E. The financial arrangements are to be left to 
the firms to work out for themselves, subject to conditions laid 
down in the Government Explanatory Memorandum. In the main 
the idea of the official scheme has been to pool plant while preserv- 
ing the identity of each selling organization. Clearly the success or 
failure of the plan depends on the ability or otherwise of A to pro- 
duce B’s product on A’s machines or vice versa. And this is where 
the trouble begins, for according to the majority of the manufac- 
turers interviewed, tlieir sales, and thus their identity, depend on 
their continuing to knit a particular yam according to a particular 

^ Exports arc to be excluded from the concentration. If a firm were engaged 100 per cent 
on exports, it would presumably not be affected by the scheme, but this is a fictitious case. 

* A^ere there has been no change m the quahty of material the use of die value figure 
presents no difficulties; complications arise, however, when manufacturers have switdied 
from one type to another or from wool to cotton. 

* Actually it would probably have used all its machines, but on short time. 
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design, whidhi was in turn dependent on die type, of knitting frame 
used. To elucidate the point, it will be necessary to di^ess to pidc 
out certain features of the organization of the hosiery industry in 
Leicester, 


THE ORGANIZATION OF THE INDUSTRY 

In the first place, hosiery is not homogeneous; it is, in fact, a very 
diversified product including all types of knitted goods. We have 
already mentioned the half-dozen main subdivisions, e.g., outer- 
wear, underwear, hose, half-hose, etc. Within each subdivision 
there is wide variation according to the type of material used, wool, 
cotton, silk, rayon, etc., according to the weight of yam, and also 
according to the type of knitting machine used. Army socks cannot 
be knitted in a frame which knits silk stockings, nor can a frame with 
80 needles knit a design requiring lao needles. 

Secondly, there is a considerable variation in the size of firms, but, 
on the whole, the small unit employing less than 300 operatives 
predominates. For the whole country in 1935 these units produced 
over 50 per cent of total net output, and this figure is probably 
representative of the Leicester district. With regard to efficiency 
dicre seems to be a general opinion among independent observers 
in Leicester that the medium units are as efficient, if not more effi- 
cient, than the larger. The Census of Production 1935 shows a rise 
in net output per head as the size of establishment increases up to a 
maximum in firms employing 200 — 300 and 300 — 400 operatives. 
There is then a marked fall, until for establishments employing 750 
and over the net output per head jumps suddenly to about 10 per 
cent above the earlier maximum. This apparent high efficiency may, 
however, be partly accounted for by the fact that some of the biggest 
firms are ‘manufacturing wholesalers*, i.e. wholesalers who manu- 
facture some of the product bearing their name, but put out the 
remainder to smaller firms. Whenever trade declines, the ‘manufac- 
turing wholesaler’ reduces the orders which he puts out and keeps 
his own manufacturing establishment running fully — thus obtaining 
a higher economic efficiency, but not necessarily implying a higher 
technical efficiency than the smaller units. 

Thirdly, the methods of selhng vary. We have mentioned the 
‘manufacturing wholesaler’ who sells directly to the retailer. Some 
small firms sell to the manufacturing wholesaler, while others deal 
■with ordinary wholesalers (who have no manufacturing business). 
Besides the well known trade names, many of the smaller firms 
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depend for their sales on the individuality of their goods, which, as 
we have already seen, depends in turn to a considerable degree on 
their specific type of macliinery. 

Fourthly, there is a great number, probably the majority, of 
firms where the proprietor controls directly all sides of the business. 
He is works manager and accountant combined. These men have 
built up their businesses themselves, and the individuality of their 
goods depends on their personal supervision of production. 

Finally, there arc certain tcclmical problems raised by the con- 
centration. Factory space will be released, but, unless there is some 
guidance from the Government there is no guarantee that the shut- 
down factories will be the ones wanted by the Supply Departments, 
and if the latter continue to requisition according to tlicir own needs, 
considerable confusion may arise when they want a factory housing 
a ‘nucleus’ firm. Most or the manufacturers interviewed were of 
the opinion that the Supply Departments had a definite preference 
for certain types of building, and it seems to me that it would be 
very helpful if the new Controller of Factories surveyed the fac- 
tories and, without necessarily requisitioning at once, indicated those 
factories in which nucleus firms should not be established. The 
maintenance of idle machinery may also prove very difficult. 
Knitting frames arc delicate and complicated and depreciate rapidly 
when not running. One firm stated that if their macliincs (knitting 
fine artificial silk hose and running twenty-four hours a day) were 
stopped for any length of time it would take months to restart diem. 
Whenever possible, therefore, the most up-to-date machines should 
be kept in production. 


TWO SOLUTIONS 

In view of all this it can be seen at once that the problem of 
‘marrying’ die firms into groups of from two to five or six in a 
particular building so diat there is no change, beyond the reduction, 
in the styles produced, is extremely complicated. It resembles a jig- 
saw puzzle in which it is highly improbable that all the pieces fit 
together. There are two ways of approaching the problem. Firstly, 
if we assume that the Government’s intention is to preserve, as far 
as possible, the complete identity of each existing firm, including 
its sales organization, then it is possible to state the conditions which 
appear to be necessary to bring this about. Secondly, we may con- 
sider a more radical solution, involving the disappearance of trade 
marks and the elimination, for the period of the war, of the identity 
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of ait firms, and the production of more or less standard lines in 
each class of hosiery. The former approach is that which receives 
more favour with tlie manufacturers, mough the small and medium 
firms approved die latter scheme, provided it was applied' to all 
firms.* 

If ‘identity’ is to be preserved, then, in the view of all the small 
manufacturers interviewed, personal supervision of production 
must continue. Let us take an example; A is the ‘nucleus’ firm and 
B, C, D are the absorbed firms. Then B, C, D must be allowed to 
work in A’s factory, buy their own materials, supervise the produc- 
tion processes and sell the goods in their own way. If A has not the 
specific machinery required, dien, argued the small manufacturers, 
B should be allowed to bring his own macliincs in place of some of 
A’s redundant machinery.* In such a case A, B, C and D would all 
be on an equal footing with regard to one another. As for overheads 
the majority agreed that all overheads should be pooled, including 
the cost of maintenance of the closed factories (any rental received 
from letting these factories bciivg also pooled and subtracted fiom 
total overheads) and divided between A, B, C and D according to 
current production, past production, or any other criterion reached 
by agreement. Such agreement would also cover wages of opera- 
tives performing processes common to all; only one mechanic, for 
example, would be needed instead of the original four, to maintain 
machinery in one building. I came across only one case where an 
arrangement anything like the above had been arrived at. There 
were, however, several cases quoted where larger firms had offered 
to manufacture a smaller firm’s quota at cost, without offering any 
arrangements for supervision of production or for pooling of over- 
heads. The smaller producers disliked these offers which they felt 
would, in fact, destroy their identity, give away any secrets and 
leave them no chance of recovery after the war. There is, of course, 
no practical reason why the nucleus firm should always be the largest, 
but considerations of prestige militate against the absorption of 
larger firms by smaller ones. Many of the large firms owning several 
factories can, of course, form their own nucleus (almost certainly 
shifting some machinery) and the Explanatory Memorandum states 
that the Board of Trade may approve such arrangements. 

Although the formula outlined above appears simple, concen- 

^ The attitude of the Board of Trade is not quite dear, for they emphasize the identity 
of firms; at the same tunc Sir Cecil Weir* when mtroducmg the scheme to the hosiers, 
suggested, I was told, the disappearance of brands and trade marks, 

* It should also be possible for each tirm to carry with it some of its older workers. 
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tration is imlikeiy to take place unless there is a definite lead fi:t)m 
the Government. The Explanatory Memorandum emphasisscs 
heavily the advantages that nucleus firms will enjoy, with the 
consequence that no one wants to be absorbed. Already smaller 
firms are being bought out by larger ones, because they fear that 
they win go out of business anyway, despite any guarantees of 
post-war restoration. An emphasis on co-operation rather tlian 
absorption would remove many of these doubts. 

This method is undoubtedly workable and would achieve the 
release of space and labour, with the least di.slocation of normal 
trading practice. There is, however, no reduction in the selling 
organizations; in the hosiery trade the numbers engaged purely in 
selling and advertising arc relatively small, but in other trades 
concentration of this sort would leave untapped a substantial 
reservoir of war workers. The method also neglects two important 
problems: the best use of machinery and labour conditions. Firm A 
with 100 per cent up-to-date machines has to reduce output to the 
same extent as firm B witli many old-fashioned machines, and if B 
be larger than A it is unUkely that A will become the nucleus firm. 
Also if firms A, B, C and D were paying different wages before 
telescoping tliere may be difficulties after concentration. These 
problems can, in my opinion, only be completely solved by the 
elimination of all identities for die duration of the war. Certain 
war-time standard lines could be established.^ All resources would 
be pooled and a controller for the industry could then pick the best 
factories and machines required to produce the necessary output, 
being advised by a committee representing the manufacturers large, 
medium and small, according to the numbers in each group. 
In this way, too, the standardization of wage rates, which, according 
to one trade journal is long overdue, could be achieved.* 

Since this article was first written, the actual situation in Leicester 
has become a litde clearer. At present the attitude of the small and 
medium manufacturers appears to be to await a further move firom 
the Government, as they feel they are unlikely to be worse off under 
a compulsory scheme than if they attempted to concentrate them- 
selves, or if they accepted the offers of larger firms. This develop- 

^ Despite the diversity of products at present, if sales were no longer dependent on fashion 
this would not be impossible* Already most manufacturers produce stanaard articles for the 
I^rces, 

* Wage rates in Leicester itself do not vary much, but there arc considerable differences 
between wages m Leicester and in the suiroundmg districts, as also between Leicester and 
Lancashire. 
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meat irttcngthms tlie argumcat for staadardimtion, for if the 
Govaamcnt is obliged to use compulsion, it nas foe chance to 
introduce desirable changes which would not occur with voluntary 
arrangements. 

The choice of method will probably differ between industry and 
industry according to foe particular organization. In foe latter case 
foe Government wiH, to some degree, control foe industry, but 
even in foe former, if there is to be equaUty of sacrifice, foe Govern- 
ment will have to supervise more closely than is indicated by foe 
Explanatory Memorandum. Without Government protection, 
concentration will ahnost certainly hit foe smaller units more heavily 
than foe larger; to ‘encourage individual firms to initiate the desired 
changes,* although in keeping with ‘traditional British economic 
policy’ is insufficient to achieve foe best results unless more specific 
details arc given as to foe way m which these changes should be 
effected. 



RATIONAL RETAILING IN WAR-TIME 
by G. D. N. Worswick 

FkOM ButLETIN, VOL. 3, No. 1 3 (SEPTEMBER 20, I941) 

T he drastic limitation of supplies of consumption goods, 
queues arising from haphazard istribution of these goods and 
the ever-increasing needs of the Supply Departments for men and 
women in the war industries, combine to make the issue of ‘con- 
centration' of the retail trade important and immediate. The 
advisory joint committee appointed by the Board of Trade at the 
end of May ‘to examine present problems of retail trade in goods 
other than food, having regard to the immediate needs of the 
conduct of the war and to the position after the war*, has recently 
concluded that four main problems have to be faced : 

I. Goods (other than food) available for sale have been reduced 
by roughly 50 per cent, and the full effect has not been felt 
yet, owing to accumulated stocks wliich are now rapidly 
diminishing. 

2. Price levels must be kept stable as much as possible. 

3. The Government would not give compensation for loss of 
business to traders any more than to other sections of the 
community, 

4, There must be a diversion of large numbers of retail workers 
to the Services and war industries. 

So far, however, there has been no statement from the Com- 
mittee or from tlie Government about the methods to achieve 
price stabilization and maximum release of labour. The object of 
this article is to examine the most important aspects of the problem, 
and to suggest certain Hues of action which should be taken if the 
best results in terms of proper distribution and release of labour are 
to be obtained. The Board of Trade Committee is restricted in 
scope to the examination of trade in non-food goods; any rationaH- 
zation of retail food distribution is to be left to the Ministry of Food. 
From a post-war point of view this dichotomy is unfortunate, since 
there are many shops which sell both food and non-food merchan- 
dise. It does not mean, however, that no rationalization of food 
distribution is intended or at any rate desired, as the recent abortive 
attempt to eliminate food shops with less than twenty-five regis- 
tered customers showed. 
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Rational Ratdlit^ in .War-‘Tme 

The Reduction in Sales and the Release of Labour , 

In an earlier article we estimated that after removal of seasonal 
fluctuations the decline in the volume of sales of goods odier than 
food, between the outbreak of war and the first quarter of 1941, was 
of the order of 40 per cent.^ The same method of calculation which 
was used in that article shows a further decline in dbe volume of 
sales of clothing in the second quarter of 1941, and the July Retsul 
Sales Index for clothing fell very sharply owing to the introduction 
of rationing. There was also a slight decline in the volume of house- 
hold goods sold in the second quarter. Thus, in view of the depletion 
of stocks, the Retail Trade Committee’s estimate of 50 per cent of 
the pre-war volume of sales of non-food merchandise can be reason- 
ably used as a basis, and we may also assume at least a 10 per cent fall 
in the volume of food sales. In theory, to distribute 50 per cent of 
non-food goods and 90 per cent of the pre-war volume of food, 
50 per cent of non-food retail proprietors, shop-assistants, salesmen, 
etc., and 90 per cent of the food workers would be required. 
Actually there might be a further saving if there were concentra- 
tion in the most ‘efficient’ shops, but against tliis must be offset the 
additional work entailed in handling coupons, keeping Purchase 
Tax accounts, and so on. In any case, owiirg to the lack of recent 
statistical data, it is only possible to make the crudest estimates of 
the order of magnitude of the numbers likely to be made available 
for other work by concentration. 

TABLE I 

Numbers etigat^ed in Retail Trade in 1931 inclush^e of Unemployed 
(thousands) 

Proprietors and Managers of Salesmen and Shop-assistants 

Retail Businesses 



Food 

Non- Mixed 
Food^ Business^ 

Food 

Total 

Non- Mixed 
Food^ Business^ 

Tota 

Males 

.. 201 

143 

75 

419 

238 

111 

51 

400 

Females . . 

.. 57 

49 

44 

150 

113 

191 

90 

394 

Total .. 

. . 258 

192 

119 

569 

351 

302 

141 

794 


^ Coal, Tobacco, Ironmongery, Boots and Shoes, Textiles and other clothing. Stationery . 
Boots, etc.. Furniture, 

* The Census groups ‘General and Mixed Businesses* and ‘Odier Businesses* arc taken 
together under this heading. 

Table I is compiled from the Occupational Analysis of the 1931 
Census of Population, and shows the numbers who gave as occupa- 

^ ‘Retail Trade during the War — Turnover and Population Movements,’ BuiiETTN, 
Vol. 3, No. to, diagram, p. 210. The fall in real sales is greater than the fall in civilian 
consumption per head owing to the extensive mobilization. 
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tion die Retail Trade, whether they were employed or not;. The 
Minis^ of Labour does not give separate fi^es for unemplo)r- 
merit in retail trade, only a wider group of TJistributivc Trades’, 
Ft does not involve any great error, however, if we apply the un- 
employment percentages of this group to the employees in the retail 
trade, and if we also assume the same increase in employment between 
1931 and 1939 for the retail trade as occurred in the ‘Distributive 
Trades’ group of the Ministry of Labour. Thus, to obtain the 
numbers of workers employed in July 1939, the figures in the above 
table should be increased* by 2 per cent for males, 7 per cent for 
females and 3 per cent for the total. We cannot apply these per- 
centage additions to the figures for proprietors in Table I, for two 
reasons. Firstly, ii per cent of employees were unemployed in the 
‘Distributive Trades’ in 1931, and it is unlikely that as many pro- 
prietors were unemployed. So we subtract less tlian ii per cent 
from the figures in Table 1 to get the active proprietors in 1931. 
On the other hand, we must not now add to the numbers of pro- 
prietors occupied in 1931 tlic full 16 per cent increase corresponding 
to the rise in employment of workers in the ‘Distributive Trades , 
since some of this increase was due to an absorption of unemployed 
workers into existing shops and only part of it was brought about 
by the opening of new shops. Thus, to obtain the numbers of pro- 
prietors actually at work in July 1939, slightly higher percentages 
than for workers should be added to the corresponding figures in 
Table I, of the order (say) of 5 per cent for males, 10 per cent for 
females, and 6 per cent for the total. 

Returning to the estimates of the reduction in the volume of sales 
and assuming that the numbers of employers and workers are 
reduced in die same proportion as the volume of sales (c.g. to sell 
half the goods of 1939 half the shops are used, each with the same 
turnover as 1939) we can see how many fewer workers and em- 
ployers are requited now than at the beginning of the war. For 
the group General Mixed and Other Business we shall assume a 
dechne in volume of only 40 per cent as there may be some semi- 
food shops included in this group. The results are as Table II. 

These figures must not be taken to give the release of labour 
to be expected firom any future concentration, for various reasons. 
There has already been a substantial call-up of men, both employers 
and workers; this was probably offset in the early stages by a net 
inflow of women and young persons below military age, but now 
women workers are also being transferred into the Forces and war 



341 


Rii^mil Jkitdling in War-Time 

TABLE H 

p0sihk r>edii£Hm h mmhm of workers md empkym below the level of ipjp to be obtained by 
^ammtradng* a redumd volume of sales^ in a proportionately smaller number of shops {thousatids) 
Proprietors and Managers of 

Remil Businesses Salesmen and Shop^ssistanis 

Non^ Mixed Now- Mixed 

Pood Food Business Total Food Food Business Total 
Maks , . . . 21 75 32 128 24 56 20 100 

Females .. .,6 27 19 52 12 103 38 153 

Total .. ..27 102 51 180 36 159 58 253 

^ The reduced volumes are for food, non-food and ‘other goods* respectively 90 per cent, 
50 per cent and 60 per cent of pre-war figures. 

industries. A considerable number of shops also have already been 
closed; Mr. Charles Madge states that ‘of 19,000 shops in Glasgow 
at the beginning of 1939, 17 per cent have already been closed and 
the rate of closing is increasing rapidly.’^ Between 40 and 50 per 
cent of the male employees are of military age, and 20 to 30 per 
cent of the employers, while about 30 per cent of the women 
employees have registered for National Service, and probably less 
than 10 per cent of women proprieton.® We have left out of account 
certain workers associated with retailing, roundsmen, van drivers 
and packing hands. Their numbers, however, are small, and already 
petrol rationing and caUing-up have reduced dehvcrics to a very low 
level. A conservative conclusion from all this is that ‘concentra- 
tion’ might release a further 75-100,000 proprietors and over 150,000 
employees, while those remaining in the trade would not be more 
heavily worked than in 1939. These estimates, though extremely 
rough, give some idea of the size and importance of the problem. 

Regional Distribution of Rationing 

■ Any plan for ‘concentration’ must clearly take into account war- 
time movements of population; the ‘degree’ of concentration will 
be greater in the evacuation than in the reception areas. The first 
essential is therefore to base tlie distribution of supplies according 
to the population in each region. This at once raises two problems. 

(i) Although there is already control of most foods by the 
Ministry of Food, there docs not exist at present any organization 
to allocate non-food supplies to different districts in the same way. 
Of two drapers in Oxford, say, one may buy from a wholesaler in 
London, while another deals directly with a manufacturer in 
Lancashire. To meet tliis difficulty some form of co-operative whole- 

^ In an article entitled *Thc Small Shop’s Fate,* SpcMor, August 15, 1941. 

* These aic estimates based on the age-groups in the 1931 Census, 
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sale buying organization for each big town or region seems essential. 
Such a co~operative group of shopkeepers could be allocated a quota 
of each type of goo^, textiles, tobacco, etc., and then buy directly 
from manufacturers, thus cutting out a considerable number of 
middlemen. 

(2) The problem of allocating regional quotas is compHcated 
by the fact that sales at present do not correspond only to the size 
of population in any region, but also to the income level. 

In the Buixetin article quoted above, we found no correlation 
at all between changes in sales in various regions and changes in 
population between 1938 and November 1940. Thus, we get from 
a new angle an argument in favour of rationing of shop expenditure. 
If tliis were introduced the allocation of supplies to different areas 
would correspond almost exactly to the population;^ only in so 
far as a particularly poor area was unable to spend its complete 
ration would there be an irregular accumulation of stocks. Such 
rationing would also make it much easier to estimate the approximate 
number of shops of each type which arc required by a particular 
area, and so enable a directive to be issued for the degree of con- 
centration required in each district. 

Thus it appears that co-operative wholesale buying by regions, 
and rationing of expenditure, would both facilitate enormously 
die task of distributing supplies equally and fairly over the whole 
country. There still remains the task of deciding how many retail 
oudets arc required in each region and which shops must be shut. 

A Plan for Concentration 

For concentration in hidustries problems of location arc not very 
important. If there arc several similar factories in one area, it does 
not matter much from the point of view of production, selling or 
labour, which particular factories are shut and which kept running. 
In retail distribution, on the other hand, location is the principal 
factor from all these points of view. The criterion of rational 
retailing in war-time is simply to distribute a reduced quantity of 
consumption goods evenly and fairly over the whole country, 
with the minimum waste of man-power in the shops and of time 
and energy on the part of the consumer. At present this waste on 
both sides is only too apparent, and the suggestion of Captain 
Waterhouse, in the House of Commons last April, that ‘those who 

^ In fact, the allocation might be made in terms of total value, in order to allow for 
regional differences in taste. 
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found it difficult to canry on might sell their stocks* and after invest- 
ing the proceeds in Government securities, might find employment 
in other directions for the war period*, was not very helpfiil simply 
because most shopkeepers hold on to the bitter end. And it is the 
financially weak, though not necessarily inefficient, small shops 
which go to the wall first. 

There are, in fact, three very cogent arguments in favour of 
retaining the small individual shops which must be offset against 
the disadvantages, which will be considered later. 

1. These shops are predominantly of die family type, and they 
are very numerous. To quote Mr. Madge: ‘three-quarters of the 
Glasgow shops are single branch shops. In Slough more than half 
the shops had a floor space of 200 square feet or less, and some 80 per 
cent had two or less employees. An average of i -6 members of the 
family work in the average shop. Half the shops had no employees 
outside the family, and 63 per cent of the families hve in the same 
building as their shop.’^ Many of the shopkeepers are older people 
and are least suitable for drafting into war industries. In so far as 
diey hve ‘over die shop’ the best net contribution to the national 
effort they arc hkcly to be able to make is as fuHy occupied shop- 
keepers. 

2. The use of small shops means the spreading of risk from bomb- 
ing. hi many towns the heaviest attacks have been concentrated at 
the busmess and shopping centres. The dispersion of stocks would 
clearly reduce the risk of loss {unless bombing became purely 
random). 

3. The full use of small shops has many advantages for the con- 
sumer. Transport difficulties are considerable, and as more and more 
women are drafted into mdustry it is essential that the time necessary 
for shopping should be cut to a minimum. 

There are, of course, many arguments against the use of the small 
shops — the larger ones are often more efficient; many consumers 
prefer to buy in big stores and would strongly resent being forced 
to shop at small local establishments; where, as in the case of cloth- 
ing, for example, purchases only occur at rather infrequent intervals, 
the factor of proximity to the household becomes of litde import- 
ance. In the case of food there are very few large individual central 
shops, the big firms having many branches which are situated in the 
local shopping areas. Except in certain evacuation areas, it is 

^ Ibid, 
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tmlifcely that the small rcducticn in the volume of food sales would 
allow of any 'concentration’ at all. 

The decline in the volume of sales of non-food goods is, however, 
already much greater than the fall in food sales and will be of the 
order of 50 per cent of the pre-war level This is, of course, a 
national average for all non-food goods, and the actual percentage 
fall will vary between regions and between particular commodities. 
For tlic purpose of illustration, however, I propose to assume, first, 
that tlie 50 per cent cut applies uniformly over regions and different 
goods. In this hypothetical case, some such plan as the following 
might be considered. The shops should be broadly classified into 
small individual shops and large shops. As far as possible the small 
shops should be paired and the business of eacli pair taken over 
by one shop for the duration, while the other is closed. This pairing 
in unlikely to occur voluntarily, and the Board of Trade should give 
a lead, either by appointing regional and district officers to do the 
pairing, or else forming local committees of shopkeepers to work 
out the scheme themselves. For the bigger shops with several 
branches, they should each be obliged to halve the number of 
branches and the closing should be arranged between them so that 
there is the widest distribution of the shops remaining opai. Big 
central stores could also, in many cases, be paired for the duration of 
the war. In this way die structure of the retail trade could be re- 
tained, wliich is of some pohtical significance, as there is nothing 
worse for morale than the slow and painful elimination of shop- 
keepers, from the smallest upwards. 

Compensation 

The Board of Trade Committee has stated already that the 
Government cannot give compensation for loss of trade,^ If there 
were rationing of expenditure, the arguments against compensation, 
based on the desire to avoid any aggravation of inflationary ten- 
dencies, would be no longer valid. 

If, however, compensation is not paid by the Government, there 
must clearly be some agreement between the owners of paired 
shops. For the bigger shops the shareholders should simply divide 
the profit of the joint unit according to their number and holdings. 
For privately owned and small shops, however, the problem is more 

^ The Government state that they cannot compensate the retail trade any more than any 
other section of the community. It still remains true, however, that many war-time changes 
in all sections of the economy, e.g. concentration, would be rendered much easier if there 
were a comprehensive plan of compensation. 
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complicated. To divide proceeds equally would be tmfiur, since one 
man is doing tbe work of earning them while die other is not. 
On die other hand, to pay nothing, or only a subsistence income to 
the displaced shopkeeper, is also unfair. In some cases, it is true, he 
may be able to obtain work elsewhere, but this appears rather un- 
likely in general. Some compromise solution, such as the following, 
might be worth considering. Each owner should receive as a first 
call on profits the amount of profits he was earning before the merger. 
If total profits are insufficient they should be divided proportionately. 
It is to be expected, however, that the saving in overheads due to 
pairing will increase total profits above the sum of the separate 
pre-merger profits. The margin of current profits above diis pre- 
merger sum might be divided into 75 per cent (say) for the working 
shopkeeper and 25 per cent for the one whose shop is closed. 

Conclusion 

These examples have been worked out, not as actual proposals, 
but as illustrations of a principle which might be applied. As we 
have already indicated, there must be elasticity in the ‘degree’ of 
concentration depending on the density of population and on the 
particular line of goods sold. In some cases, instead of a ‘pair’, there 
would be one shop closed in tliree, and so on. 

Increasing standardization also simplifies some of the problems 
associated with die intricate task of concentrating distribution. 
The limitation of consumers’ choice is one of die necessities of war, 
and if there were an increasing number of standard essential con- 
sumption goods of guaranteed quality obtainable everywhere, much 
of the reluctance of consumers to change shopping habits would 
disappear. 

Nothing has been said, so far, about die second point made by 
the Board of Trade Committee, namely, diat price levels .should be 
kept stable. Unless there is limitation of expenditure, excessive 
demand will tend to raise prices, despite the Prices of Goods Act. 
On the costs side, there will clearly be some small reduction made 
possible by ‘concentration’, but it is not sufficient to tackle retail 
trade distribution alone. The wholesale side must also be concen- 
trated, and die regional co-operative buying might achieve 
considerable reductions in cost. 


z 



CONCENTRATION-SUCCESS OR FAILURE? 
by G. D. N. Worswick 

From Buixetin, Vol. 3, No. 16 (November 22, 1941) 

T he Explanatory Memorandum on tihe Concentration of Pro- 
duction, issued by the Board of Trade in March of this year, was 
welcomed as one of the most imaginative steps in economic policy 
taken by the Government since the war began. It was recently 
aimounced that the programme of the concentration of industry, 
as it was first planned, has been almost completed, with the important 
exception of the woollen industry. It would therefore be appropriate 
to summarize the achievements of the scheme, to criticize its defects 
and to suggest alterations which might be applied to industries 
already ‘concentrated’ or likely to be ‘concentrated’ in the future. 

It must be said at the outset, however, diat such an appraisal is 
rendered extremely difficult, owing to die conflicting statements 
from official sources about concentration which seem to bear little 
relation to one another, and also to the fragmentary nature of the 
statistical data which have been given from time to time. 

On October 13th, 1941, ih.e Financial News reported that 144,000 
workers and 45 milli on square feet of factory space had been 
released by concentration. Of the workers released only 103,000 
had left their peace-time employment for war jobs. The total 
release of labour is of the order of 26 per cent, of the estimated 
employment in June 1941 in the industries coming under the con- 
centration schedule. But it is not known how far these industries 
had already contracted by March 1941, when concentration was 
introduced, nor what is the proportion of present output to that of 
March 1941, so diat it is quite impossible to pass any judgment on 
the bare figures, except to remark that in relation to the needs of 
war industries, they appear very small. 

The Financial News report goes on: ‘it is officially emphasized, 
however, that this bare statement is by no means the whole .story. 
The purpose of concentration was primarily the economical manu- 
facture of the restricted volume of civil goods. The release of factory 
space and labour is stated to have been merely incidental.’ Turning ’ 
back to the Explanatory Memorandum, we find that it begins by 

346 
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pointiiig Out diat contracting industries, if left to diimselves, would 
prolably spread over die whole industry the reduced volume of 
civilian ou^ut. ‘A spread-overofthiskindresultsinanuneconomicai 
use of certain types of labour. It does not ftee the factory and storage 
space which wm, in many cases, be needed for Government use. 
The effect of a diminished turnover on costs may . . . have serious 
repercussions. . . .’ Later on a whole paragraph is devoted to the 
release of labour: ‘The objectives arc twofold: first to obtain labour 
required for war industries. . . .’ 

Clearly the release of labour and the economical manufacture of 
the reduced volume of output in ‘nucleus’ factories are two sides of 
the same coin; the more economical the manufacture, the greater 
the release of labour. Thus, one may reasonably infer that the 
change of emphasis to ‘economical manufacture’ and the relegation 
of the release of labour and factory space to the level of ‘incidentals’ 
implies that the scheme in the latter respect, and therefore as a whole, 
has not come up to official expectations. Furthermore the official 
expectations seem not to have been set at too ambitious a height: so 
many firms are ‘nucleus’ firms, so many are shut down, so many 
workers are released, that is all. 

There still remain, however, certain highly important questions 
of economic organization wliicli must be asked. Has the voluntary 
principle of concentration in fact shown the advantages claimed for 
it at the outset? Has there been justice between closed and nucleus 
finns ? Has the structure of uidustries been modified, and in what 
ways? The answers to these and other questions can only be fully 
given by the Government officials concerned, but some hght can be 
thrown on them by a consideration of the development of concen- 
tration in two industries, hosiery and cotton spinning. Some of the 
points raised have a general application and will enable us to suggest 
in conclusion what further steps seem necessary to achieve both 
efficient production and also fairness of treatment. 


HOSIERY 

Concentration in hosiery has been almost entirely on the voluntary 
basis called for in the Explanatory Memorandum, that is to say, 
groups of firms have agreed among themselves tliat one of tliem 
should be a nucleus firm and the others should be absorbed. The 
only part played by the Board of Trade was to indicate for each 
class of product the reduction in output which had to be made by 
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all firms. Thus each firm had a certain quota of production for each 
type of good and these quotas had to be added, in what appears to 
have been a highly complicated way, in order to get lOO per cent, 
production for the nucleus firm. Nevertheless the very numerous 
firms managed to sort themselves out and, by September, the 
concentration process was more or less complete. Unfortunately, 
just as the industry was beginning to work normally on the new 
basis, special quotas were introduced for the manufacture of ‘essen- 
tial’ clothing and the quotas for other clothing were reduced, with 
the result that the delicate balance of production quotas in the 
nucleus factories was upset and many of them were no longer able 
to produce at lOO per cent, for 48 hours a week. This is a funda- 
mental objection to the principle of voluntary arrangements among 
individual firms, that any further contraction due to shortage of 
supplies completely upsets the previous equilibrium the voluntary 
system breaks down because it does not ensure ‘the greatest possible 
degree of flexibility’ claimed for it in the Explanatory Memorandum. 

The voluntary basis was criticized from the begirming on tlic 
grounds that it would favour the big, financially powerful firms at 
the expense of the small imits. In hosiery this was undoubtedly the 
case and the first month or two brought quite a number of outright 
purchases of small businesses by the large firms. This process was 
stopped, however, by the small firms themselves who organized an 
Association of Small and Medium Manufacturers, which arranged 
nucleus schemes within die association. These schemes, which were 
accepted by the Board of Trade after much negotiation, have been 
of three principal types : 

1. The nucleus firm manufactures for the absorbed firm at cost. 

The absorbed firms retain their own sclHng departments. 

2. The absorbed firms carry dieir own machinery into the 

nucleus factory and share the overheads widi the nucleus 

firm. 

3. A nucleus firm purchases the yam ‘quota’ from the absorbed 

firm. 

It will be noticed that in none of these types of concentration does 
the absorbed firm suffer a total loss of business. In the first two 
there is still a trading profit and in the third there is some return 
from tlje sale of the yarn ‘quota’. In the particular case of hosiery, 
therefore, the small firms have saved themselves to some extent by 

^ Ati ewansion due to an increased Government demand for a particular product is 
egualiy difficult within the framework of the voluntary system. 
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tiicu; own initiative, but in other indmtries it appe^ that they have 
borne the brunt of the inevitable contraction. It is also worth 
mentioning that die insistence of the Board of Trade on the concen- 
tration of like with like in respect of type of product tended to make 
the scheme less flexible. In one extreme instance there were only two 
firms producing a particular product and they were told that one 
must absorb the other; one was in Scotland, the other in the South 
of England ! Furthermore the voluntary system means that the 
type of fartory space released is purely haphazard. 


COTTON SPINNING 

Although die principle of voluntary formation of nucleus nulls 
has been accepted in the cotton spinning industry, in fact the deter- 
mination of nucleus mills was done by the Cotton Control. The 
reason was stated to be the acute shortage of cotton which made 
speed of concentration essential, and this throws a rather odd light 
on the choice of the voluntary system by the Government for the 
general scheme. The Explanatory Memorandum says: ‘The 
Government have chosen this last means (the voluntary method) 
for several reasons. First, it promises speedy results.’ In April 1941, 
some spinning firms were informed that they had been chosen as 
provisional nucleus mills and would continue to receive raw 
material licences, while odicrs were told that diey would receive no 
fiirther Ucenccs at the end of the current or subsequent month. The 
Control seems to have chosen the nucleus mills according to tiicir 
suitability for certain types of production and closed those mills 
in the areas where the demand for labour for war industry was 
greatest. Efficiency of the individual nucleus firm was not a major 
criterion, if it was ever considered. 

As the concentration was compulsory, carried out by the Control, 
tlierc should have been fairness between small, medium and large 
firms. It is difficult to speak witli certainty, but there have been no 
complaints that the small firms have been especially badly treated. 
On the other hand, the difference between the financial prospects of 
nucleus and closed cotton firms is much sharper than in industries, 
such as hosiery, where the absorbed firms stiU carry on some business 
in goods manufactured in ‘nucleus’ factories. In cotton spinning the 
closed mills arc out of business entirely, unless they can persuade a 
nucleus mill to hand over a share of its profits, an extremely unlikely 
occurrence since the closed mill has nothing to offer. To meet this 
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problem the Cotton Board instituted a sdiemc for what wasorig^- 
inally called compensation but is now called ‘care and maintenance/ 
Nuaeus mills pay a levy proportional to the number of spindles 
whether running or not, into a central fund, and closed mills receive 
inpayment of ;£7,ooo per year per 100,000 spindles to cover costs of 
maintaining the plant and premises in good condition and also of 
fire watcliing, etc.* 

Purely from the point of view of maintenance the choice of the 
number of spindles as a basis for payment is open to criticism, for 
maintenance charges are not in any way proportional to the number 
of spindles in a particular factory. Spimicrs maintain that for a large 
mill with, say, over 100,000 spindles the maintenance allowance 
is too great, and therefore wasteful, since no benefit accrues to the 
spinner if he economizes on his allowance (if he does his payment for 
die next period is reduced). For small mills of, say, less than 50,000 
spindles die allowance is insufficient. A more rational schedule of 
payments based on size of plant as well as number of spindles could 
be quite simply devised. 

A more weighty objection to die present ‘maintenance’ system 
is that there is injustice between die shareholders of nucleus and 
closed mills. The former will receive the usual or even an increased 
dividend, wliile the latter receive nothing. Moreover closed firms 
may in no circumstances use money received from the maintenance 
fund for any payment of debt or in fact for any purpose other than 
maintenance of die factory. Firms, for example, who have in the 
last year or so borrowed money on debenture agreements and are 
now closed, are placed in a very serious position. The debenture 
agreements are still vahd, annual payments must be made, but there 
are no trading profits from which to make the payments. So far 
all attempts by the closed firms to obtain a satisfactory solution of 
this problem, or even to have it considered by the authorities, have 
faded. No doubt the war effort does not suffer immediately because 
of such financial injustices, but in the long run the trail of wrecked 
businesses, and the subsequent buying up of closed firms by the 
more fortunate nucleus firms, may have serious repercussions. 
The Government states that it can give no compensation out of 
pidslic funds for loss of business or goodwill. Whether or not this 
is the correct policy, it is no reason for leaving the inevitable sacrifices 
of die war to be borne haphazardly, especiaUy when there is a simple 

^ The maintcnaticc is paid for spindles already idle when concentration was introduced, 
provided the mill is ‘maintained* according to the provisions of the scheme. 
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sdlation t» hand. The profits of the whole ‘cc^ccaatrated’ indtstry 
could he pooled, so due all sharehold<us would receive a reduced 
dividend, whether they held shares in ‘nudem’ or closed mills. 
Such a pooling of profits would have to be carried out by the Ck)tton 
Board; it is no use asking nucleus firms voluntarily and mdividually 
to give up a share of their profits to any closed mill which might 
apply. If profit pooling were accompanied by technical pooling, 
then the concentration would be flexible and also enable maximum 
economies of manufacture to be achieved. 

CONCLUSION 

We may summarize the shortcomings of the scheme as it has 
developed so far; 

1. The voluntary system is weighted against the small business. 

2. Where the voluntary method has done the job, the resultant 

struetpre of the industry has become more inflexible. 

3. Maximum efiiciency cannot be a criterion of the ‘nucleus’ mills 

as determined by voluntary arrangements. 

4. Where compulsion has been applied, there is injustice between 

nucleus and closed firms. 

5. The lack of compensation, or devices to share the burden, is 

likely to have an undesirable effect on morale, and also it 

rules out the possibility of maximum efficiency. 

As has already been indicated, in die case of cotton spinning 
profit sharing and technical pooHng can still be applied with advan- 
tage, although any prolonged delay will make the task more difficult 
as more and more closed mills are bought up by running concerns. 
In particular the lack of pooling seems to be causing difficulty at 
present owing to an ‘over-concentration’ of the industry. In cases 
such as hosiery where the voluntary system has worked, pooling is 
more difficult ; whether it should, nevertheless, be introduced depends 
on the expectation of a further reduction or possible increase in out- 
put. 

It is impossible to devise a general plan to cover all industries, 
since each raises its own special problems, and there should be 
elasticity in any comprdiensive scheme. For example, concentra- 
tion of the retail trade might best be achieved by some compromise 
between full pooling and the voluntary method.^ Here we must 
simply conclude tliat, on balance, the voluntary system has not 
^ See my ardde ‘Rational Retailing in War-Time/ p. 33B. 
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fulfilled the claims made for it, and that other methods, dealing 
with industries as a whole and not as a collection of individual units, 
should be tried. In particular compensation, or at any rate the spread- 
ing of losses over a whole industry, is an integral part of any satisfac- 
tory solution. 


POSTSCRIPT ''' 

The Board of Trade concentration scheme finally affected fifty 
industries.® Thirty of these came under the original scheme; the 
remaining twenty were brought in later. The policy of concentration 
was also applied by die Ministry of Food to certain of the industries 
under its control — the soft drinks industry and the biscuit trade, for 
example. In an article in die Journal of the Institute of Bankers 
(April 1945), Professor G. C. Allen stated that ‘by the middle of 
1943, when the policy had been substantially carried out, about 
3,500 establishments had been closed, apart from those in the food 
and drink and brick trades to which a similar policy had been 
apphed.’ The then President of the Board of Trade, reviewing 
the progress of concentration in May 1943, said that 235,000 workers 
had been released for the services or for more essential work, and 
61 million square feet of factory space had been made available 
for war production or for storage. About 75 per cent. these 
savings had been realized from five industries: cloth,® hosier/, boots 
and shoes, carpets, and pottery. 

Most of the schemes adopted were voluntary. In the cotton 
spinning industry (as mentioned in the article) the nucleus firms 
were chosen by the Cotton Control; and in two other industries 
(carpets and cutlery), where the producers failed to reach any agree- 
ment among themselves, the Board of Trade nominated the nucleus 
firms. In afl other cases, however, voluntary methods seem to have 
prevailed. The usual procedure was for a group of firms to select 
one of their number to produce on behalf of the rest. The precise 
arrangements, of course, varied considerably; but usually the 
nucleus firm would cither purchase outright the production quotas 
of the closed firms, or else manufacture for them at cost. In many 
cases the closed firms retained their own selling organizations, 

^ This postscript, outlining the further development of the concentration scheme after 
November 1941 was prepared m 1946 by Mr. David Henderson. 

* For a list of these see the Bconomhu August 29, 1942. The list contains 51 industries, 
but it includes the brick industry, which did not come under the Board of Trade scheme 
but was under the control of the Mimstry of Works, 

* This presumably includes cotton, rayon, wool, and clothing. 
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md sometimes machinery was actually transferred from the premises 
of closed to those of nucleus firms. 

There were, however, a few examples of the *pooling^ method — 
the creation of a company, in which all the firms in the industry 
hold shares, and which selects and operates die nucleus firms and 
distributes all profits among its members on an agreed basis. In the 
Leavers section of the lacc industry, ‘the [concentration] scheme was 
administered by a specially constituted company. Lace Productions 
Ltd., with capital contributed by all manufacturers in the section on 
the basis of for each machine. The company had two main func* 
tions : first, it was tlic sole selling agency for the Leavers section on 
the manufacturers’ side, all the nucleus firms being required to sell to 
it at cost prices . . . The second function was to provide for the care and 
maintenance of the laid-up machines. For this purpose a levy was 
imposed at 5 per cent, on the turnover of all member firms.’^ 
In the curtain section of the same industry, ‘the problem of wartime 
redundancy was met by the formation of a company, British Lace 
Furnisliings Ltd. . . . Of the 53 firms in the section when the com- 
pany was formed, 49 became members by acquiring shares in pro- 
portion to their previous annual turnover ... All the member firms 
with machines at work were operated as branches of B.L.F. The 
company bought all stocks of yarn in members’ hands and it issued 
orders against this yarn either to the original owners or to the other 
branches. Like the Leavers scheme, that of the curtain section 
provided for the care and maintenance of all closed factories and 
standing machines, the cost being a first charge on the profits of 
the company.’® In the soft drinks industry, the manufacturers’ War- 
Time Association (membership of which had been made compul- 
sory by the Ministry of Food) took over the management of the 
industry. Brand-names and trade-marks were abolished, the 
products were rigorously standardized, and the profits of the Associa- 
tion were pooled and shared out among closed and operating firms. 

These schemes appear to have been successful, and the pooling 
scheme had obvious advantages over the more usual group arrange- 
ments. In die first place, group arrangements were often inflexible, 
and readjustments — such as were actually needed under the ‘rc- 
concentration’ scheme in the summer of 1942— were difficult and 
complicated. Secondly, pooling schemes were likely to be more 
efficient: for example, when under individual or group agreements 

^ Cf. Mr. Well’s paper iw Studies in Industrial Organization, R A. Silverman (Ed.), pp. 
96“7. 

• Ibid., pp. 97-S. 
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films agreed to share factories, diere was sometimes a transfer of 
machinery: a more comprehensive scheme might have avoided 
such expedients. Finally, pooling schemes ensured, more eflfecttvely 
than the looser agreements, that the closed firms would not 
unfairly treated, and that the nucleus firms would not gain at their 
expense. Not all centralized compensation schemes (as the example 
of the cotton spinning industry shows) did this, and one emtralized 
scheme (in the brick industry) was financed by the highly objec- 
tionable device of a price-increase. 

At the same time, the group arrangements were not always 
unsatisfactory. In many industries (clothing was perhaps an example) 
there was probably no tendency for the smaller firms to suffer as a 
result of such agreements: and diere is htde evidence that the looser 
voluntary schemes led to serious inefficiencies. 

Two of the criticisms in the article, in fact, need qualification. 
In the first place, while it is formally correct that: ‘Maximum 
efficiency cannot be a criterion of “nucleus” mills as determined by 
voluntary arrangements’, in practice this may not have amounted 
to very much. Productivity per man-hour in die nucleus factories 
would only be one of the many factors affecting the wider efficiency 
of the labour force as a whole. In so far as nucleus certificates were 
only issued when adequate labour supplies were in fact available, 
and not required for war work near at hand, the resulting set of 
working factories may not have differed widely fiom that which 
would have been chosen by a single concentrating authority. 
Moreover, since the pooling schemes were not, as was suggested 
by Messrs. Balogh and Burchardt (p. 3 28) , controlled by Government 
nominees, but run by the industries concerned, the choice of rumiing 
plants might also differ from the ideal required by the war effort: 
so that the criticism, in so far as it is valid, cannot be levelled at the 
group arrangement only. Secondly, there is no evidence, apart from 
me cotton industry instance quoted above, that ‘where compulsion 
is applied, there is injustice between nucleus and closed firms.’ 

The conclusions drawn above need to be modified. A revised 
hst is as follows: — 

(1) The usual group arrangement was unfair to the smaller firms 
in some cases. 

(2) When group arrangements prevailed, the resulting structure 
of the industry was often inflexible; any further readjustments were 
rendered extremely difficult, since they were likely to disturb the 
whole balance of such agreements. 
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{3) In certain caises, groan arrangements appear to have been 
rather wasteful (e.g., \raen equipment was transferred from one 
firm to another), mough this does not se«n to have been very 
serious. 

{4) The pooling method was superior to the looser scheme in all 
these respects: it was more flexible, since readjustments within the 
industry were far simpler than readjustments among a large number 
of groups; there was no danger that small firms or closed firms 
would be unfairly treated; and it was hfcely to be more efficient 
and economical. For these reasons, the Government might have 
suggested the pooHng device as a model for many industries and 
encouraged such arrangements. 

(5) Where the pooling method was adopted, the company set up 
to administer the aflairs of the industry was controlled by the 
manufacturers concerned. It is arguable that the controllers of such 
companies should have been appointed by the Govermnent from 
persons outside the industries. 

(6) Arrangements for compensation were not always satisfactory 
— die cotton spinning and brick industries are the obvious examples. 
Once again, the surest way of securing fair treatment for closed firms 
was a pooling scheme, with the care and maintenance of closed 
plants a first charge on the profits of the company, and the distribu- 
tion of the profits among all the constituent firms. In some cases, 
e.g., the leather goods trade, where the closed firms could not be 
used for alternative purposes, concentration probably caused appre- 
ciable losses. It can be argued that the Government should have 
provided com|x;nsation in such cases, and also (as in the case of 
carpets) where the industry was forced to cease production altogether. 



UTILITY GOODS 
hy P. Ady 

From Buuetin, Vol. 4, No. 15 (October 31, 1942) 

T he official application of the term ‘Utility* was given in Aprfi 
this year to ‘articles produced in a Hmitcd range, clearly definable 
and of simple design* : Utility clothing, footwear, crockery, pencils, 
mechanical fighters, and so on, are in varying quantities on the 
market, the Utility Clothing Scheme being the first of these to be 
mooted. The present situation is the third stage of development 
from the ‘business as usual’ days of the clothing industry in the early 
months of the war, a development systematically represented in 
the Tables appended.^ 


STAGE I 

In the first few months of the war, control of textile manufacture 
was exercised only at the raw material stage, by the allocation of 
materials between various uses in the following order of priority: 
I, military requirements; 2, exports; 3, home civilian needs. Govern- 
ment orders were met in full since they fell in the first category 
and so were the needs of the export trade, which was being en- 
couraged, by bonuses, to expand; but wool allocations for home 
civilian needs were restricted. For cotton a loose system of priorities 
was introduced in February 1940. From April 1940, the Limitation 
of Supplies* Orders reinforced this restriction by limitmg the sales 
of wholesalers and manufacturers of piece goods and made up-goods 
of cotton, rayon and linen. Sales were limited by quotas, expressed 
as percentages of quantities sold to retailers over earlier periods. 
Hosiery was included in the general Limitation of Supplies in June 
1940 (quotas being expressed by percentages of values in earlier 
periods) and wool woven textiles in April 1941, Price control too, 
was effective only for raw materials, Home Trade Issue Prices being 
fixed by the appropriate Control, wool firom the start, and cotton 
later, while rayon prices are now fixed by the trade. At the later 
stages of production the Prices of Goods Act was the sole check 

' These arc niochfications of Tables published in the Wool Digest of June 1941. I am 
indebted to Dr* Blau of the International Wool Secretariat for permission to use them. 

* This title was only given at a later date. 
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upon occessive dharges, but this was difficult to apply and was not 
very effective. 

Under the Goods and Services (Price Control) Bill, the Board of 
Trade had been empowered to determine how costs of pre^uedon 
might be calculated, and the first result of diis was the apreement of 
June 1941 between the wooUai textile manufacturers^ delegation 
and the Central Price Regulation Committee, by which the method 
of cost calculation was laid down and spinners’ and weavers’ profit 
margins were fixed.^ Consumer Rationing of clothing was also 
introduced from June ist, 1941. One unforeseen effect of diese 
Orders was the encouragement of suppUes of, andincrease in demand 
for, the more expensive clothing Imes, in an effort to raise value 
received per coupon.* Threatened by a shortage of working-class 
clothing the Board of Trade endeavoured to stimulate supplies, 
first, by emergency measures such as the relaxation of quota require- 
ments, and later by the UtiHty Scheme. 

STAGE n 

The First Utility Scheme, November ist, 1941 — May ^ist, 1942. 

A comparison of the Tables shows that in the first period of the 
Utility Sdieme no alterations in the previous scheme for control had 
been made, the sole changes being additions. The first step was the 
introduction of a special quota for Utihty lines; the allocation of raw 
materials for the Home Civilian Trade proceeded as in the previous 
period, but a fixed proportion of the output (66| per cent in this 
period) permitted to each manufacturer was required to be Utility 
cloth. The incentive to engage in Utihty production was provided 
by the guarantee of raw material suppHes, these being uncertain 
for the remaining percentage of permitted non-utility production. 
Labour engaged in Utihty production was promised protection. 
These inducements were specially important since the other details 
of the scheme tended to reduce the usual financial stimulus, and it 
was by these measures that adequate supphes were secured. 

Quantity and Price Control 

Because of the time required for the drawing up of acceptable 
specifications of sufficient detail, quahty control was at first pro- 
visional, different fabrics being defined by price and type only and 

^ Cotton Spinners’ margins were fixed in January, 1940, by the Cotton Control. 

* See Buobtin, Vol. 4, No. 2, January 1912. 
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individual nmufiicturcts bdng left free to ciioosc d|iek own patterns 
and designs so l«xg as diey kept to die fabric types required by the 
specifications. U^ty fabrics could be sold by the yard to the 
consumer but if made up by clothiers into ready-made garments 
tihen these again had to aim at certain standards of quality, the chief 
of which at this stage was durability, e.g. there were instructions 
to makers-up stressing points such as the re-inforcement of seams. 
All Utility fabrics and clothing were required to bear the Utility 
Identification Mark to reduce the possibiHty of a ‘black market’ in 
them. 

Comparatively vague though the specifications were at this stage, 
they simplified the problem of price control considerably. Horae 
Trade Issue Prices of raw materials and the fixed spinners’ and 
weavers’ margins enabled the Board of Trade to fix prices for each 
type of fabric. Profit margins were also fixed at each subsequent 
stage of treatment so that the price to the consumer of the final 
article was the result of price and/or profit control Derating at each 
stage from the raw material onwards. Manufacturers profit margins 
were fixed at cost plus 4 per cent, or, for hosiery, cost plus per 
cent. To this price the wholesaler was permitted to add 20 per 
cent, and to the price to the wholesaler, inclusive of Purchase Tax, 
the retailer was allowed to add 33I per cent. But over-riding 
maximum prices were also fixed at each stage so that the price 
paid was that calculated on the cost plus percentage basis or the 
maximum price, whichever was the lower. 

By the end of the first Utility period, supplies of cheaper clothing 
were assured, and incidentally a number of new possibilities had been 
discovered. The clothing item in the cost of living index which had 
hitherto been the largest ‘unpegged’ factor was, in this way, 
stabilized; the problem of price control in this section of industry 
had been solved by the ease with which items could be identified. 
Even in the first period some simplification had been found possible, 
e.g. by dispensing in many cases with the Limitation of Supplies 
Restrictions, leaving tlie limitation of sales to the coupon purchasing 
power of wholesaler and retailer. 

STAGE in 

Since June 1st, 1942 

In the early part of 1942, the supply situation having become 
even more critical, the aim of the Utility Scheme was extended to 
include that of the maximum utilization of available resources. 
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Most of the nm provisions were promulgated before tlie bcgmnmg 
of June but did not take effect dll then. 

QuantUatipe Control 

Hie Limitation of Supplies Orders were suspended completely 
from June ist. From that date supplies were made to wholesalers, 
retailers and the public against the clodiing coupons of the Con- 
sumers’ Rationing Order. Clothiers, therefore, estimate their require- 
ments on die orders they receive from the distributors, whose 
purchases have to be made both in ordinary and in coupon currency. 
Clothiers then supply the Clothing Control with these estimates 
of their needs in die next rationing period. From the estimates 
made in this way the Board of Trade decides the exact yardage 
of each type of Utility Cloth that each individual clotliier may 
receive. The required output is not distributed evenly amongst die 
clothing manufacturers, but a certain number of them have been 
first selected as being peculiarly suited to undertaking such produc- 
tion most economically. The firms ‘designated’ in this way have 
been allotted 75 per cent, of the required Utility yardage. The 
Board of Trade informs the appropriate raw material Control of 
the quantities allotted to each ‘designated’ clothier and the Control 
issues to the latter ‘key’ certificates for each type of cloth they arc 
permitted to buy. Against these ‘key’ certificates the designated 
clothiers arc dien permitted to issue sub-certificates to their suppliers, 
to die total mentioned on die ‘key’ certificate. These sub-ccrrificatcs 
find their way either directly or through a merchant to a manufac- 
turer, who passed them on to the Control, which releases to him the 
amount of raw material needed. 

Clothiers, other than those designated, were not at first required to 
cease production, but were permitted to continue so long as they 
could obtain the necessary raw materials. ‘Designation’ was not 
therefore a form of concentration, but the latter has now been 
introduced in the clodiing industry, superimposed upon the designa- 
tion scheme and causing, therefore, some dislocation. 

Quality Control 

Issue of detailed Utility fabric specifications by the British 
Standards Institution began in June 1942, after consultation with the 
manufacturers, and to-day the list varies from the precise instructions 
for the manufacture of cotton fabrics to the old ‘type and price’ 
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definitions which sail govern the woollen industry. The Utility 
Mink and specification-numher which all such fabric must bear h^ 
not the same precise quality significance in every case. Utility 
febrics may be sold by the yard, but if worked up into clothing, in 
quantity, this must also bear the Identification Mark, but the same 
varying degrees of precision characterize instructions to makers-up. 

The Board of Trade has, however, enhsted the aid of London’s 
leading couturilres in the designing of attractive Utility wear for 
women; firom these patterns clothiers can now obtain, if they wish, 
templates at nominal prices, from which cloth can be cut in bulk 
for mass-production. Utility styles, like those of all types of clothing, 
have been simplified under the ‘austerity’ campaign launched tms 
year. These Simplification of Styles Orders affect Utility Clothing, 
but are not part of the Scheme proper. 

'•K 

Price Control 

The effects ofincreased supplies of Utility Clothing do not become 
discernible in die Ministry of Labour price index until September 
this year. By July, 1941, the clothing item had increased by 83 per 
cent over the level on September ist, 1939; between May and 
August tins year it became stable at 95 per cent, sinking to 91 per 
cent in September after the remission of Purchase Tax on Utiuty 
clothing. The full benefit of the tax remission does not accrue to 
the consumer, so some rearrangement of permitted costs and 
profit margins may have occurred, c.g. the ceiling prices of men’s 
Utihty suits have fallen from _,r4 17s. od. to ^4 95. od., a decrease 
of 10 per cent instead of the expected 25 per cent. 

Whereas the Utility prices have remained stable since October, 
1941, until this fall in August, the prices of non-Utility clothing 
continued to rise until the same month, when they came under more 
rigid control.^ 

The Utihty Clothing Scheme, in its present form, attempts to 
achieve equality of sacrifice combined with die maximum utiliza- 
tion of resources. The first is an aim secured by the successful 
provision of adequate supplies of cheap clodiing in which the ratio 
of real costs to prices is subject to a minimum standard. The second 
is a question of method: given that the community’s needs are a 
certain Mst of articles in stated quantities (decided by the general 

^ Under the General Apparel and Cloth (Max, Prices and Chaiges) Order manufacturers* 
prices were fixed at the level of June 30. Wholesalers* profit margins were fixed at 30 per 
cent and retailers* at BTJ per cent. 
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clothing policy in this case) the most efficusnt way of producing 
these in just the right amounts is first to define them precisdy 
and then to order the amounts required. And this is what the 
‘directed’ orders do, standardization making easier both the problem 
of definition and of direction, though definition is not yet sumdendy 
predsc. 

The chief defect of the scheme in practice is that it does not go far 
enough. Quahty specifications should be given in greater detail 
and instructions for making-up extended in range of appHcation 
so as to ensure that the clothing made will be warm and durable. 
Quantitatively, too, the Scheme falls short of the fullest achievement 
of its aims for only 75 per cent of dvilian output is required to 
conform to Utility specification. The various reasons given conflict. 
For example: i. It is pointed out that at present nearly too per cent 
of current output is Utility in actual fact, since manufacturers 
hesitate to take non-utihty orders, tliesc not being guaranteed raw 
material coverage. If this is true there seems no reason why the 
Utility requirement should not be raised. 2. Protection of the skilled 
tailoring trade is another argument on the grounds that the trade 
is irreplaceable and of importance for post-war economic develop- 
ment. But skilled tailoring can as well be performed upon Utility 
fabrics, once existing stocks of odier fabrics are exhausted. 3 . It may 
well be the case that shipments of wool and cotton unavoidably 
contain a proportion of higher qualities which could not be used in 
Utility production without increase in costs. But this proportion 
would have to approximate to 25 per cent to justify die present 
division of output, and if this is correct it is difiicult to understand 
why non-utility output at the end of the first year of the scheme is 
still so low, in view of the first reason given. There seems no adequate 
reason why output of UtiHty fabrics, if not clothing, should not be 
raised. In view of this, the recent circular from the Wool Control 
asking worsted spinners to give a due proportion of their output 
to non-utihty orders seems dfficult to explain. 

Either, therefore, the non-Utihty goods are in fact more expen- 
sively produced, that is, embody a higher proportion of raw materials 
and labour, or else they are not of such good quahty as the similar 
Utihty Article; and whichever is true they constitute a real cost to 
the community in war-time which can be reduced. And the same 
is true of the higher quahty Utihty goods made by the higher class 
manufacturers. Quahty maxima seem therefore to be desirable. 

The numerous other criticisms of the Scheme should be reserved 
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fot tlie more gaieral question of clodiing policy ?iid method, the 
shortcomings of which need not detract from the mgh commcnda^ 
rion that the Scheme itself has been given both in theory and in 
practice. 

The success of the Utility principle is demonstrated by the 
rapidity with which it is being adopted in the production of all 
essential civilian commodities. Utibty lighters have been on the 
market almost as long as clothing, and schemes similar to the one 
outlined are in operation for household textiles, furniture, pottery, 
hollow-ware, cutlery, floor coverings and travel goods — ^to list the 
m a in items. The problem is much simpler in dl the new schemes, 
except that for furniture, in that standardization and simpHfication 
arc accepted without demur and the range can be even more strictly 
limited, and the Utility production is to be 100 per cent, not merely 
75 per cent, as with clothing. The pattern of control is in generd 
very similar to that for clothing — control of price and quality 
coupled with designation of producers and ‘directed orders.’ Were 
there to be any restriction of purchases the parallel would be com- 
plete. Some system of Hcensing of household goods^ would have 
to be introduced if the surplus purchasing power of the pubhc is 
not to create shortages, inequitable distribution or even possibly 
‘black markets’ in these goods. 

Though it is too early yet to assess the merits of other major 
schemes for UtiHty production, there seenrs to be no difference in 
principle except the lack of restriction upon purchases and the 
prohibition ofnon-udlity products entirely, and it therefore promises 
the ‘maximum economy of raw materials and labour.’ The Board 
of Trade estimates that its policy will mean the release of 30,000 
workers to war industries. And even to one section of intcreste 
upon the supply side, the Utility development is welcome — ^the pro- 
ducer of raw materials. As tlie Wool Digest of June, 1942, remarks: 

. . taking the long-term view, it may be expected with confidence 
that the experience gained now will make it possible to produce 
clothing for the masses at a much lower ratio of making-up charges 
and distribution costs to raw material prices. This is an aspect that 
the wool growers have been interested in for a long time.’ 


^ For the time being Utility furniture can only be bought under licence. 



THE ROLE OF COMPENSATION IN THE 
WAR-ECONOMIC SYSTEM 

by T. Balogh 

From Bulletin, Vol. 3, No. 5 (April 5, 1941) 

1. In an economic system in which production is carried on at 
the risk of individual entrepreneurs, income distribution, including 
loss of income, assures the adaption of production to changes in 
demand. Any serious interference with this mechanism, that is, with 
the positive and negative incentives through which equilibrium is 
secured, must retard the process of adaptation if an alternative 
mechanism is not set up to enforce it. Compensation payments would, 
in many instances, constitute such interference. 

Compensation and Incentives 

2. But the war necessitates a complete change in the task of the 
productive system. Tliis cliangc-over is supposed, in an individualist 
economy, to be included and accompanied by a rapid rise in profits 
and wages m the war-sector and corresponding bankruptcy and 
unemployment in the ‘non-essentiar sector. Both from the point 
of view of sheer technical efficiency and from a social and pohtical 
point of view, such a course is impracticable. It vdll, in fact, not be 
possible to contract private demand pari passu with the expansion of 
Government demand. 

The positive incentives w'hich arc supposed to induce a sliift in 
production are thereby weakened as they work on the basis of 
relative profitability.^ The increase in uninsurablc risks has, more- 
over, reduced the sensitiveness of the reaction of entrepreneurs. If 
speculation was permitted it would result in withholding supplies 
in the war-sector and add to the spendable incomes of private people. 

The ‘negative incentives’ for transfer of productive resources work 
equally badly as they are paralyzed through the inevitably inflationary 
policy of the Government. The fact that people have capital reserves 
has two adverse effects in this respect. Firstly, it enables them to 
maintain their consumption irrespective of taxation on income and 

^ If taxation could be raised suSiacntly to preserve monetary equilibrium then tlic ‘positive 
stimulus’ of profits would be accordmgiy reduced. 

364 
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irrespective of their contribution to the war effort. This frustrates 
endeavours to restrict consumption to a minimum. It also reduces 
the supply of man-power. Secondly, even if demand falls, finns intent 
on eventual survival will not close down, and they thus do not 
release the maximum volume of productive factors. They will 
try to maintain operations even at a loss, on the basis of thdr capital 
reserves. In point of fact, the inflationary background will probably 
permit them to charge prices at which profits will accrue in spite of 
the increased cost per unit. 

3. An equally important argument against the maintenance of 
the individualist income distribution as the mechanism directing 
production and consumption, is its influence on morale. As long as 
changes in demand arc relatively small and slow, the hardships caused 
might be tolerated on the plea of the efficiency of the system. But 
that plea cannot be sustained in war-time. The hardship caused would 
be quite exceptionally heavy. With increasing wealth the ‘non- 
essential’ sector in a community which can in an emergency be 
mobilized for war, expands. Moreover, it is in this sector that many 
of the small entrepreneurs and traders, who do not possess consider- 
able reserves to weather the emergency, have in fact survived. No 
system which, in order to obtain a temporary redirection of the 
industrial effort, would inflict extreme and permanent injury on 
these people could be tolerated from the point of view of equity 
and thus of morale.* 

These considerations show that an efficient organization of the 
economic system for the prosecution of the war can only be achieved 
by direct planning and controls. Conscious action must take the 
place of the indirect regulation of production by the interplay of 
demand and supply on the profit motive. 

Allocation of Resources 

4. Ideally speaking, direct allocation of productive factors and 
material both in the sphere of civilian consumption and of arms 
production should be substituted for ‘economic incentives’ as the 
regulator of economic activity. This would, theoretically, enable a 
complete separation between the physical and monetary aspect of 
productive activities. The norm a l economic incentive mechanism 
need, and should even then, not be wholly abandoned. 

^ Quite apart from die fact that it coiild not ensure a proper distribution of losses caused 
^ by enemy action, that is, uninsurablc risks, losses which have nothing to do with the re- 
organization of production and whose equitable distribution would consequently not impair 
the war e^ort even in a truly ‘market* country. 
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Once this is done the main argument against compensation for 
losses incidental to the war disappears. Compensation would then 
not retard the readjustment in the productive structure necessitated 
by the war. Indeed, it would be one of the methods by whidi the 
irksomeness of compulsion could be mitigated and the voluntary 
co-operation of all concerned could be obtained. It would be 
inappropriate in the extreme that direct planning should be accom- 
panied by policies which would impede its working, cause grievances 
or kill all incentive implicit in some link between effort and re- 
mimeration. Compensation for losses caused by the war must 
therefore be conceived as part of die remuneration of the productive 
lacton willing to co-operation in the war effort and must be made 
dependent on such co-operation. 

5. In the financial sphere, policy, I think, should attempt so to 
regulate money incomes (either by a direct fixing of wages, salaries, 
etc., or by suitable compensation payments, including family 
allowances) as to enable people (a) to purchase their allotted real 
rations, (h) to maintain their financial obligations incurred prior to 
the outbreak of the war and thus avoid encroaching upon current 
productive effort, (c) to accumulate money capital reserves for lost or 
damaged goodwill or assets, to be used, after the war, according to 
a reconstruction plan assuring a stable economic development, (d) to 
maintain their relative — money — income and capital position 
subject only to general tax measures and qualified by (e) permitting 
them some — anticipated — satisfaction of additional money earnings 
for any extra effort or sacrifice they are asked to bear. 

This policy aims at cstablisliing a fixed pre-taxation status for 
every one willing to co-operate in the war effort.^ No one would, 
in general, be worse off than before the war, in terms of his money 
obligations. He might be better off (on terms of money) if he con- 
tributes more to the war effort than before. Any change desired in 
relative pre-war incomes could then be brought about by a deliberate 
taxation of incomes or of property. 

A policy fulfilling these aims would ensure (a) the principle of 
equity and (b) the willing co-operation of people free firom the 
haunting fear of economic annihilation.* It would eliminate any 

^ A maximum limit will have to be fixed in practice. 

• As long as complete direct control over consumption, and even more over production, 
has not been established it is important to differentiate between compensation payments; 

(a) in cases where it does not interfere widi the incentive mechanism. In these cases — and 
all damage to houses inhabited by the owner, and destruction of earning capacity due 
to enemy action belong in this category — compensation could be paid even now; 

(b) where it infringes upon the incentive mechanism but where compulsion has been 
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xemtsme to transfer of resources. And it could be sc* organized as to 
facilitate the solution of the administrative problem of ensuring tbc 
maximum technical efficiency in die war cimrt. 

Damages and Losses in War 

6. The damages and losses can be divided into those caused: (i) 
by enemy acdon and (2) those caused by Government measures 
mobilmng productive factors. In each category there will be two 
sub-divisions : (a) losses of or damages to earning power and goodwill 
and (b) those to property (either used by the owner or yielding an 
income). From an administrative point of view there is a further 
important but rather different distinction between (i) property and 
goodwill which plays a part in the productive process and (ii) 
property which (such as houses) is used for, or yields income by, 
consumption. 

Loss or Damage to Personal Earning Power 

7. In general, I suggest that in case of loss or damage to personal 
earning power, the system adopted in the case of Civil Servants and 
University Teachers, as well as some other groups, should be extended 
and incomes should, either by direct State payment or by appropriate 
general wage and salary regulation, be brought up to pre-war level, 
subject possibly to a minimum so as to enable the poorest to obtain 
his rations (this might be done preferably by an appropriate fixing 
of minimum wages and grant of family ^owances) and in practice 
also to a (generous) maximum. 

Loss to Property and Goodwill 

8. In case of damage to or loss of goodwill or assets the procedure 
ought to dc|>end on whether the damage occurred to ‘consumption* 

. assets or to ^productive’ assets.^ In the former case blocked credits or 

instituted to act as an efficient substitute. There is no objection to paying compensation 
(tliat is, soldiers* dependants; cut in non-esssential supplies; commandeering of pro- 
perty, etc.); 

(c) where it interferes with the incentive mechanism but no compulsion has as yet been 
instituted (for example, the transfer of labour except in certain instances; and, up till 
recently, the task oJt dosing down factories instead of running them short time). In 
these cases compensation or relief must not be so high as to weaken the effort of the 
individual to remtegrate himself into the war-sector. I venture to suggest, however, 
that this part-solution is both wasteful and harmful on morale. As long, moreover, as 
there is no rationing of consumption goods no free capital compensation can be 
granted and the income compensation also be hampered by the fear of Causing 
K inflation, 

^ In certain cases the compensation — even in war — will take the form of physical replace- 
ment. These cases will presumably be exceptional. 
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hloched bonds (to be freed after the war) yielding a free income sufficient 
to replace the use of the lost asset (or its yield) would seem the appro- 
priate form of compensation. The blocked capital grant should, 
however, be usable inimediately for specified purposes, such as debt 
repayment. 

The solution of the problem of compensation for damage to 
‘productive’ goodwill or assets is bound up with the problem of 
efficient war-economic organization. The appropriate unit of war- 
economic organization arc not single firms but industries (including 
distributive trades) as a whole. Once this principle is adopted both 
in the war and in the non-essential sector, the solution of the adminis- 
trative problem of compensation is comparatively easy. The forma- 
tion of war-time operating-holding companies which lease the plant, 
etc., of the constituent firms against some kind of participation in 
the surplus (including State subsidies, etc.) of the new company 
enables such payments to be made to tlie participating firms as would 
give them the desired level of income on a uniform basis. This 
procedure would incidentally secure a thorough and flexible ration- 
alization of production which will not be achieved by private pooling 
arrangements as contemplated at present. 

Conclusions 

9. The arguments against such general solution of the problem 
of bearing losses and damage due to the war arc firstly financial, 
secondly administrative. The financial arguments, ‘we cannot 
afford it’ or ‘it would cause inflation’, liavc been criticized as fallacious 
on several occasions in this Bulletin. In a properly organized war 
economic system there is no problem of finance or inflation. The 
problem of National Debt ought to be easily tackled. 

The second line of argument bases itself on the ‘lack of suitable 
administrative man-power’. The critics of compensation and control 
schemes would be in a stronger position if the various Ministries 
had tried to make full use of the valuable administrative skill which 
is (or should bc)^ made unemployed by their poHcy of concentration 
and centralization. 

It is not claimed that the solution outlined is easy to administer 
or that it solves aU problems. But it has the merit of establishing a fair 
distribution of sacrifice, of providing a mechanism for an efficient 
use of productive factors and, last but not least, of avoiding prejudice 
to the methods of reconstruction. 

^ Bspedally in the food and distributive trades the system of spread-over is sdll rampant. 



COMPENSATION IN PRACTICE 

by T. Bahgh 

From ButLETiN, Vol. 4, No. 12 (August 29, 1942) 

T he practice of the Government in compensating the damage 
caused through Government (and not hostile) action has not 
been uniform. 

A. In cases o£ property requisitioned the Compensation (Defence) 
Act, 1939, is the operative measure. The principle laid down in 
that Act is to pay the current price for the services of property taken 
over, disregarding, however, any appreciation in the value due to the 
emergency. This lopsided arrangement has been disregarded in 
several important instances. 

(i) The Courtauld Combine award in compensation for the shares 
of the American Viscose Company is the most recent instance. 
The whole enterprise was apparently valued by Courtaulds at 
j032,ooo,ooo exclusive of Goodwill and other intangible assets. The 
American Government apparently insisted on these shares being 
sold. They were accordingly vested in the Treasury and disposed of 
through a banking syndicate. The Treasury received, even at $4 to 
the the equivalent of ^13,611,000 only, not less than ^2,000,000 

being absorbed by the marketing expenses and profits of tlie syndi- 
cate. An Arbitrator was appointed by Courtaulds and the Treasury 
in order to fix the amount of compensation to be paid to the Com- 
pany. The Arbitrator fixed the award at ^27,125,000 in cash, plus 
interest at 3 per cent from March 15, 1941, for 95 per cent of the 
Viscose shares.^ The Treasury is therefore obliged to pay some 
* ;(jl3, 500,000 more to the Company than it received for the shares 
sold. 

(ii) The compensation paid for vessels acquired under the Com- 
pensation (Defence) Act, 1939, was to have been based on their 
pre-war value in accordance with Section 4 (7) of the Act. Under 
Section 4 ( I) -b of the Act it is provided, however, that compensation 

* It does not seem probable that it represents the profit earning capacity of the Viscose 
Company over a period of years capitahzcd at the rate of interest now ruling for Government 
securities v^hich will be substituted for it in the Company’s assets. Whether the Company 
^ will be better od* or worse off depends entirely on the success or otherwise of the Govern- 
ment’s policy of maintaining sterling, and its management adcr the war of foreign trade and 
the balance of payments. 


369 



370 Studies in War Econmics 

for vcssck lost, not requisitioned, should be equal to the value of the 
ship inunediately before the occurrence of the damage. The final 
fiimdal settlement between the shipowner and the Govcmmmt^ 
provided not merdy that the owners of all vessels (including requi- 
sitioned* vessels) lost should receive immediate cash payment equal 
to pre-war value of the ship lost,* but also that in addition and against 
the general principle, they should be credited with the subsequent 
increase in value in the Government Tonnage Replacement Account.* 
This is blocked and can only be used for the purpose of replacing 
vessels, including purchase of vessels from the Government. The 
Controller and Auditor General reports diat this ‘will result in pay- 
ment to owners of large sums in excess of those provided for by 
Section 4 (7) of the Act’.® The new scheme* by which the Govern- 
ment sells vessels built on its own account to owners who lost vessels 
means that in this special case almost complete physical restoration 
is promised (some loss might be suffered by the owner if construction 
costs increased violendy). 

(iii) The Ministry of Food, when exercising their powers under 
the Defence Regulations by requisitioning very large quantities of 
foodstuffi did not proceed under Section 6 of the Compensation 
(Defence Act), 1939, either, which would have enjoined them to 
pay cost plus reasonable profit. According to the Controller and 
Auditor General’ they fixed the terms of compensation on a flat rate 
basis negotiated with the Trade organizations concerned, with the 
advice of the Ministry’s trade directors (in most cases interested in 
the Trade), and after consultation with the Treasury® on the basis of 
Section 15 of the Act. The Controller reports that he ‘was not in a 
position to judge whether the prices fixed were in all cases reasonable’ 

^ Cmd. 6218, Section 4. 

* Vote of Credit Appropriation Account 1939, No. 72, 1941, p. 32, para. 76. 

® This already is substantially more favourable to shipowners than the scheme laid down 
for owners of real property who receive blocked credits to be released at the will of the 
Treasury. 

* There was to have been recourse to a Valuation Tribunal in case of dmgreement. In 
actual fact no recourse has been made as insured or approved values were accepted by both 
parties. Gvil Appropriation Accounts, 1940, p. xv, s. 3. 

® Vote of Credit Appropriation Account, 1939, p. 32->3, p. 76. 

* Vote of Credit Appropriation Account, op. cit., p 24 (56). 

’ According to Sir Henry Frcndi, the prices paid under Section 15 instead of Section 6, 
were ‘probably on a higher scale than the most rigid interpretation of Section 6 would have 
resulted in*. (The Minutes of Evidence taken before the Committee of Public Accounts, 1941, 
p. 182, Question 1967). 

® It was explained to the Committee tliat the average prices were such as to average out 
the pnee of commodities held in different stages of distribution. It seems, however, that 
in certain particular instances profits made by middlemen have been reimbursed by the 
State. Ibid., Question 1792, 
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aitkough. he had no teason to criticize them’, ht some cases the 
Ministry went further, and made additional payments on the basis of 
equity. 

(iv) A further exception from the strict application of the Act 
has been made in the case of railroads. Hie Companies receive 
payments slightly above pre-war profits, contrary to the strict words 
of the Compensation (Defence Act.)^ 

B. No compensation is being paid to persons whose earning power 
has been reduced by compulsory Covernment ‘call-up’ or ‘directions’ 
under the Nationri Service or Emergency Powers (Defence) Acts. 
Here again there arc some anomalous exceptions. Government and 
local Civil Servants receive at least their pre-war salary. Any differ- 
ence between their war- and peace-time income is made up by the 
Government and local Authorities. The same is true of University 
dons and the employees of some private firms. Mr. Bevin encouraged 
the peace-time employers, even of people who were directed into 
(lower paid) war industrial jobs, to ‘make up’ the incomes of their 
erstwhile employees to the former level. In so far as such salaries 
are accepted as costs for purposes ofExcess ProfitsTax or of the Goods 
and Services (Control of Prices) Act or of Government contracts it is 
fair to say that compensation will be paid almost wholly by the 
Government itself or by a levy of indirect tax character on the 
consumer. In certain special cases, moreover, compensation is granted 
to people transferred from higher paid to usually lower paid jobs by 
way of permitting their new employers to continue to pay them their 
previous income and to charge higher prices (bricklayers working 
as labourers; certain cotton workers directed back from munitions). 
In some schemes the salaries of managers of closed-down factories 
can be continued (for example, cotton, brick, steel) and these pay- 
ments can be charged to Care and Maintenance funds. 

C. The most varied and thus anomalous position can be found in 
the case affirms whose earning power has been diminished or anni- 
hilated by Government measures. The principles here again is that 
no compensation should be granted by the Government. This was 
laid down by the Prime Minister in the House of Commons as early 
as September 5, 1940, when he announced the change in poHcy with 
respect to dam^e due to enemy action ; 

‘Damage by enemy action stands on a difi^ent footing from any 
other kind of loss or damage, because the nation undertakes the 
task of defending the lives and property of its subjects and tax-payers 

^ Cf. M, Stewart, *The New Railway Agreement*, Bulletin, Vol. 3, No. 13. 
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against assaults from outside. Unless public opinion and the 
judgment of the House were prepared to separate damage resulting 
from the fire of the enemy from all those odicr forms of war loss, 
and unless die House was prepared to draw the distinction very 
sharply between war damage by bomb and shell and the other 
forms of loss which are incurred, we could not attempt to deal with 
this matter; otherwise we should be opening up afield to which there 
would be no bounds’. (My italics.) 

In actual practice this principle has been violated in numerous cases 
and compensation was arranged for the loss of goodwill, either paid 
directly by the State or indirealy by the State, permitting the 
particular industry or trade to charge a certain amount on price to 
finance compensation, that is, extra-budgetary indirect taxation. 

The main examples of such procedure can be found in the case of 
the Commodity Controls under the adniuiistration of the Ministries 
of Food^ and Supply,* the late Petroleum Department,* the Mines 
Department^ (now amalgamated into the Ministry of Fuel and 
Power), the Shipping Control exercised by the Ministry of War 
Transport,* and the Treasury.® The Ministry of Works and Planning 
has (lately) also joined this group by agreeing to the Brick Scheme,’ 

^ Minutes of Evidence taken before the Committee of Public Accounts, pp. 196-7. *Our 
broad aim would be to try to enable any butcher who has only a small number of registered 
customers to continue to exist*. Nor was a system of differential purchase prices or subsidies 
made use of in order to minimize the cost of the policy of maintaining tradeis. llie subsidy 
to bakers has only recently been made discriminatory, even though large bakers were in no 
need for it. 

The policy of maintaining retail outlets has been clearly reaffirmed by Sir Henry French 
(^Minutes of Evidence*, Question 2131 to 2136). The Ministry *have entered into arrange- 
ments for using, as if they were Ministry of Food Officers, the pcnonncl of a particular trade, 
for instance, the Gram trade, the Milling industry, Oil Seed brokers, etc. Instead of our 
paying these individuals a salary, we pay into a pool a global figure resulting from a negotiated 
settlement covering the whole of the services that that trade is performing for the country and 
they divide that mudi money tlieinselves (ibid., p. 124, Question 1981). 

‘The Gfain trade tlicniselves arc forced, under our Agreement to weed out people who are 
unnecessary because, as the tonnage goes down, so their remuneration goes down* (Question 
1983). 

Tn case of a Broker or business like the Grain trade, they have no risks to bear at all. They 
arc merely acting under our instructions. Therefore wc regard it as fundamental in our 
negotiations that a trade that is running no risks whatever should not be remunerated on 
pre-war level* (Question 1987). 

* Timber and Cotton (as far as the Liverpool Cotton Exchange and the Care and Mainten- 
ance levy scheme is concerned). 

* In the case of certain garages situated on the South Coast the Petroleum Department has, 
on the other hand, provided for compensation of the closed-down garages without arranging 
for pooling and thus utUzing the services of the closed-down plants. 

* A levy was made to finance the maintenance of closed pits, later to help generally mines 
which suffered from the effect of the war. 

* For example. The War-Risk Insurance Scliemes. 

* In cases ot ship chartering and insurance. 

’ It is interesting to note that the Brick Committee quite openly advocates a Corporative 
Organization of the industry. The Ministry did not altogether accept the recommendation 
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havingrcfused to aatertain any compulsory poolingandcompensation 
sdaeme for die far more numerous and tnrcatcned building trades. 
The Board of Trade has been taking an intransigent line up till now 
widi respect to retail trade^ and unessential industry, but seems on 
the verge of reconsidering its attitude, having aheady permitted 
some exceptions. Under the Goods and Services (Price Control) 
Act, the view was taken that compensation must be arranged privately 
and the cost of compensation should not fall on the consumer. This 
latter proviso, however, has been violated in many cases and is yet 
another system of indirect extra-budgetary taxation. 

Conclusion 

This view shows that the poUcy of the Government has been 
illogical and varied from Department to Department. In fact, one 
may say that compulsory concentration was accompHshed almost 
without exception, without compensation, and compensation was 
given in certain cases without insisting on concentration. The more 
powerful vested interests have got compensation, the less powerful 
have not. Where the individui citizen has been faced with com- 
pulsory measures of the Government the full rigour of the Compensa- 
tion (Defence) Act, 1939, was apphed and the State benefited from 
any depreciation of the assets or services, whereas the individual 
citizen was not given the benefit from any appreciation, nor was he 
generally compensated for lost goodwill The usual explanation 
put forward ^ that compensation was not paid to traders but their 
‘services hired’ for a fixed sum or a percentage payment on turnover 

but it agreed to fix minimum prices for bricks apparently high enough to pay to closed firms 
part of their pre-war profits apart from care and maintenance. In so far as the Government 
is practically the sole buyer of bricks this means the acceptance of direct State-financed com- 
pensation for lost goodwill. In the case of some 800,000 binldmg firms in dire straits this 
was flatly refused. 

^ In cotton and certain other industries, as explained in a atatement on January 8, 1942, 
where concentration has taken place collectively, provision is made for a levy to be added to 
price and this price is admitted by the Price Regulation Committees under the Prices of 
Goods and other price-regulating Acts and Regulations issued under them. In certain other 
cases such as, for example, hosiery, it is understood that compensation payments by nucleus 
firms are regarded as profit sharing except in the case of certain special arrangements and/or 
if the manufacturer can prove serious hardship. 

® Very much the same applies to the schemes as far as damages resulting from hostile 
action is concerned. There again the Administration tried to disregard any apprc<dation of 
the assets resulting from war and does not compensate for goodwill. Consequently there 
is a powerful motive for the damaged to press for repairs and the departments, not being able 
to compensate in many cases, permit rebuilding and repair to be carried out even though 
it may impinge directly on the war effort. This was especially the case with lespcct to 
retail trades and entertaining. As far as personal injury is concerned the Government 
instituted flat rate compensation irrespective of previous earning power and whenever such 
compensation was paid regrettable differences in the rates of pay have been permitted. 

* For example, 'Vote of Credit Appropriation Account, 1939*, pp. 25-57. 
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is beside the point The services of those Trading Associations could 
have been obtained (for example, as in the case of Non-Forrous 
Metal they were in fact so obtained) by making die traders Civil 
servants at a lesser cost Most of the traders could, in any case, have 
easily been eliminated. 

In the fourth year of the war it would seem to be difficult to intro- 
duce a new comprehensive compensation policy. In spite of these 
difficulties it is to be hoped, in view of the possible length of the war 
and the complete mobilization of all resources which it renders 
necessary, that the Government will try to assimilate the existing 
compensation schemes into a logical whole, granting ex gratia pay- 
ments retrospectively to people who have suffered without having 
been compensated. It seems especially that measures should be taken : 
(i) to assimilate the war grants scheme paid to members of His 
Majesty’s Forces on the basis of pre-war earning power, (2) the same 
thing should be done with pensions. The problem of shrinking 
industries, including retail trade, should be dealt with by fmancid 
pooling arrangements with sufficient subsidies to render this com- 
pensation policy feasible. 



vn. WAR CONTRACTS AND EFFICIENCY 


ECONOMIC INCENTIVE AND EFFICIENCY 
IN WAR INDUSTRY 

by J. Stdndl 

From Bulletin, Vol. 3, No. 8 Qune 7, 1941) 

1. ‘Economic incentive’ has played, a large role in recent dis- 
cussion on the E.P.T. In view of the fact that the provision of the 
supplies essential for the defence of this country is for the greater 
part dependent on private contractors (though financially assisted by 
the Government) economic incentive is, indeed, of great importance; 
but its working depends on the way in which the services of private 
contractors are remunerated. 

There are several reasons why the remuneration in government 
contracts should become a problem in time of war: (i) competition 
between firms is, in many cases, almost eliminated; (2) there is need 
for very urgent production; (3) it becomes very difficult to estimate 
cost before production is finished. 

2. Three broad types of remuneration are used in government 
contracts:* 

(1) Fixed price contract. Here, the price is agreed on before 
the order is given, and the contractor bears the risk of subsequent 
changes in cost; part of this risk, however, may be excluded by a 
‘variation clause’ which may stipulate, for example, that the prices 
vary in a certain way with subsequent changes in the wage rate or 
material prices. The price is arrived at either by competitive tender 
or by an estimate of the cost, based on technical costing or on experi- 
ence with previous orders. 

The fixed price contract is used extensively by the Ministry of 
Works and Buildings; to some extent it is used by the Admiralty and 
by the Air Ministry (Select Committee, 1940-41 (4), p. 25). 

(2) ‘Cost plus' contract. Here, the Department agrees in principle 
to bear the costs whatever they arc, so that die contractor runs no 

^ Most of the factual material employed is taken from the Reports of the Select Com- 
mittee on National Expenditure (quoted as Select Committee with the number of the Report 
in brackets). 
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risk; the principle may be modified by imposition of a maximum cast 
and by the possibility of disallowing certain costs which were incurred 
unnecessarily. The profit or fee is stipulated either as a percentage on 
actual cost, or as a fixed sum. 

‘Cost plus’ contracts were used by the War Office in the construc- 
tion of mihtia camps (Select Committee, 1940(3) ) at the beginning 
of the war and again later on, after the evacuation of France, in the 
construction of defence works (Select Committee, 1940-41 (4), p. 
27). They are used by the Admiralty under the Emergency Repairs 
Agreement and by the Air Ministry under tlie McLintock Agreement 
for ‘educational’ orders on aircraft. 

(3) Target cost contract. In this case a target cost is fixed before the 
work starts (actually it is often fixed much later) ; it is usually based 
on previous experience with similar work, and includes a fee. If 
the actual cost is below the target cost the contractor gets a certain 
percentage of the dift'erence. If the actual cost is in excess of target 
cost, the difference is either borne wholly by the Department (in 
some cases only up to a maximum), or else a part of it is borne by the 
contractor; the contractor’s share is, however, in practice reduced 
by detailed arrangements so much that it is fair to say that liis risk is 
often hmited. 

Target price contracts were used by the War Office in the con- 
struction of camps; they are uSed by the Air Ministry in the construc- 
tion of aerodromes and partly for the construction of planes under 
the McLintock Agreement. In combination witli a maximum price 
the target cost is widely used by the Ministry of Supply. 

It may be of interest to note that the target price system has found 
imitation also, in die Dominions. In Austraha it is generally used in 
the ‘Munitions Annexes,’ which are financed and owned by die 
Commonwealth Government. 

3. Under a fixed price contract the contractor bears the risk of the 
actual cost being higher than was expected at the time when the 
order was received. Tliis risk will often be very great under war 
conditions : wage rates and raw material prices may change; efficiency 
of labour and quality of raw materials may vary strongly; temporary 
shortage of labour and material may cause idleness and therefore 
increase overheads; vrith new equipment, new methods of produc- 
tion, new design, etc., the ordinary routine on which calculation is 
based will be missing; equipment will be very intensively used, but 
probably not evenly, so diat cost may fluctuate on this account. 

The ‘cost plus’ contract obviously relieves the contractor of this 
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ri^. In i|g cfiects, however, the system has beoi' unfortunate; it 
ofiers no incendve whatsoever to efficiency; oiuler ffic peculiar type 
of ‘tx«t plus parentage profit’ system efficiency is, on the contrary, 
strongly discouraged, because profits increase with cost. That the 
system has, in fact, Ted to waste and inefficiency is shown by the Reports 
of the Select Committee. They show that most complaints of waste 
and inefficiency directed to the Committee wore connected with work 
ordered on a cost plus basis (Select Committee, 1940-41 (4), p. 11). 
The most outstanding example of this are the militia camps. One 
of the features of the system is that it leads to Sianday work and over- 
time regardless of the effects on the efficiency of the workers, which 
are highly detrimental (Select Committee, 1940 (7), 1940 — ^41 (3) ). 

The endeavours to remedy these serious defects and to oflfer some 
incentive to the contractor without throwing heavy risks on his 
shoulders led to the development of the target cost system. The 
main problem under tliis system is the fixing of the target price. 
If experience on the basis of previous orders makes it possible to fix 
the target cost at such a level tliat, with reasonable efficiency, the 
contractor can press the actual cost below target cost, then there will 
be incentive to efficiency. If, however, the target cost is so low that 
with reasonable effort there can be no saving on it, then the effects 
will be precisely the same as with the cost plus system.^ 

If cost is liable to unexpected variations from one order to the next, 
then the contractor does not know whether he will be able to earn 
a bonus or not; in tliis case the incentive will be considerably weakened 
or may become negligible. Alternatively, if the target price is fixed 
very high, the profits of the contractor would become unduly high. 

The material of the Select Committee strongly confirms these 
expectations. In the case of camp construction, ‘the cost of labour 
and nraterials varied so extensively’ that ‘the actual target price could 
not always be ascertained until the work was approaching com- 
pletion' (Select Committee, 1940 (3), p. 8). The final costs were 
largely in excess of original estimates (ibid.). In the case of 

^ It is assumed here that cost in excess of the target price is wholly home by the department^ 
which is the target principle in its original and purest form. In fact, often modified forms are 
ado]pted in which the contractors are liable to bear a share of the excess over target cost 
(wluch may be graduated up to 100 per cent), but to this extent the systcni approximates 
to the fixed price system, and the contractor is again beanng considerable risk. 

In practice it is found that the provision of a ‘penalty* for excess of cost over target price 
often means very little modification of the 'pure' target principle. In the contracts for the 
construction of aerodromes, for example, a penalty of 10 per cent for excess of cost over 
target cost is stipulated (Select Committee, 1940~41 (9), pp. 9-11). The Report, however, 
states that tlic sub-committee ‘have not heard of any case where contractors have lost any 
part of their foe by way of penalty* (p. 11), 
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acro<Jromes (Sdcct Committee, 1940-41 (9),) dw target price is 
determined after work has been in progress, on the basis of wage 
rates, material prices, etc., in the first four weeks of the contract 
(ibid., pp. 8 — 9). But in practice 'the sub-committee have been 
surprised to learn that it is often the case that the target price is not 
finally settled for three months or more’ (p. 10). The estimates, which 
were made before giving out the contracts, have been vastly exceeded 
by actual cost (p. 8). Tins clearly illustrates the difficulties of finding 
the target. The dangers of fixing target cost after work has begun 
are also indicated; 'An unscrupulous contractor employed on a 
contract of this type might dehberately buy at high rates during the 
first weeks’ (ibid., p. ii). 

There is reason to beHeve that the difficulties in fixing the target 
cost are not limited to the above examples. In the view of the Select 
Committee the system should be given up as far as possible in favour 
of fixed price contracts. But it seems doubtful whether this system 
can give a satisfactory solution cither. Fixed prices mean a consider- 
able risk to the contractor, and if he is prepared to take tliis risk at all 
he will do it only for correspondingly high profit. The assumption 
that with ‘straight-run’ production the risk of unexpected variation 
in cost is not great, is very doubtful under present circumstances. 
The proportion of skilled labour available, the quaHty of raw material, 
stoppages due to air raids, amount of overtime worked, etc., may 
vary considerably, especially over longer periods, and a reasonably 
quick adaptation of the fixed price to changed circumstances is not 
possible at present owmg to the slow working of cost control, hr its 
practical appheation the system is diluted by all kinds of clauses which 
protect the contractor against subsequent increases in cost (see Select 
Committee, 1940-41 (4), p. 30), for example, owing to war risks, 
overtime, difficulty of labour recruiting, etc. The problem in all 
these clauses is, of course, whether distinction can be made between 
changes in cost which are outside the reach of the contractor and 
diose which he can control. This is by no means the case even m the 
common forms of the variation clause which allows for changes in 
price of raw materials. Cheap buying may well be within the control 
of the contractor, and the variation clause may sometimes make him 
pay unnecessarily high prices to related business interests. 

Another difficulty is that fixed prices cannot be based on com- 
petitive tender, because competition docs not work well under present 
circumstances, when most available firms are needed. The price has 
then to be found by post-costing or by tcclinical costing, and a 
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profit-margin has to be determined. Technical costing would have 
to take into account the special conditions in various firms, as costs 
vary strongly firom firm to firm. As to post-costing, experience has 
shown that it works too slowly. Even if cither of these methods 
works in some way, it does not, as the Select Committee diinks, 
provide a substitute for the missing competition. The main point 
about competition in ordinary peace-time tenders is that the inefficient 
contractor is excluded; no costing whatsoever will achieve this under 
present conditions, because, if the orders have to be placed and all 
equipment must be used, then willy-nilly the departments have to 
pay the inefficient producer a high enough price to cover his cost. 

4.. It may be concluded that in present circumstances the available 
types of remuneration do not work in a satisfactory way, and new 
types might not work much better. The reason is that some conditions 
which are indispensable for effective control of efficiency are not 
fulfilled under present circumstances. 

(1) There is no automatic removal of incompetent managers, 
because competition is largely absent, and there is a tendency to 
protect the contractor against loss; efficiency, however, cannot be 
achieved by incentives alone, but only by incentives and elimination 
of incompetent managers (or selection of competent ones). The 
target principle would satisfy this condition if it were supplemented 
by the provision that the department can replace a manager who 
exceeds the target cost, if the reason for this excess-cost is not outside 
his control. 

(2) A second condition for effective control of efficiency is the 
continuity of production ; discontinuity of orders represents the most 
serious risk under present conditions. Only with planning of pro- 
duction for a sufficient time ahead can efficiency in the relevant sense 
be controlled. It must be noted that economy in real resources alone is 
relevant, and money costs are sometimes misleading: if production 
has to be stopped temporarily, the unemployment is pure waste. 
Another point is diat a maximum efficiency in terms of cost can be 
aimed at only with given conditions of planned output, etc. ; there 
are subsidiary ‘aims’, for example, speed, quahty, etc., which must 
be settled in the plan. 

(3) Under the present system ‘the Departments have no power 
under their contracts to examine the current cost of production’ 
(Select Committee, 1940-41 (3), p. 10). The post-costing has been 
a failure, because it reveals the waste of real resources omy when it 
is too late to prevent it, and the delay involved in controlling cost 
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cate be seen from the fret Aat the Sdect Coteimittee ‘has bcesi unable 
to see the actual costs of almost any articles which have been deliveted 
since the war began’^ (ibid., p. 1 1). The Select Committee advocates, 
therefore, current control of cost. 

(4) Efficiency can be controlled by comparison of Process Costs 
between factoiy and factory, and within each factory. Such a system 
was introduced in the last war, and is advocated by the Select Com- 
mittee (1940-41 (4), p. 18). Manufacture of a shell, for example, is 
divided into subsequait ‘processes’, and the cost of each process is 
compared separately. The quality of raw material is t^en into 
account as well as other particular circumstances which affect output; 
in this way it has tried to get results which are comparable between 
factories and to make it possible to control efficiency by finding out 
the weak spots quickly. 

In present circumstances we cannot rely on the facton which are 
usually regarded as ensuring efficiency in times of peace. If efficiency 
of management is to be ensured there must be substitutes for the 
selecting forces of competition. Here, as in other fields, the suspended 
operation of the checks normally provided for by market forces must 
be replaced by direct controls if waste is to be avoided. If depart- 
ments arc empowered to control cost before the contract is finished, 
as the Select Committee recommended, interference with unrestricted 
freedom of management is inevitable. The position of the manager 
correspondingly approximates to that of an employee of the Govern- 
ment, in a similar way as the position of workers under the Essential 
Works Order also approximates to the position of Government 
employees. 

The fact that a large amount of the equipment of war industries 
is financed and actually owned by the Government points in die 
same direcdon. It would be easier to bring this part of war industry 
under direct Government control, if it were not for die fact that 
part of it is ‘mixed up’ with and technically inseparable from private 
equipment. Direct control could be carried through — ^following 
odier precedents — by requisitioning the privately-owned equipment, 
or else the Government could claim partnership in firms which are 
pardy working with Government-owned equipment, and put a 
manager in with powers overriding those of the private manager. 
To render such arrangements effective will often require the use 
of new managers who are financially disinterested and independent. 

The problem of offering an incentive to management could be 

^ ai^er more than a year. 
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s<^ve<l under tiiese conditions. The target prindpk, for example, 
applied to ‘process costs’ would not he as hopelessly inadequate as 
it is now, because current cost control would make it possible to keep 
the ‘target’ up to date, and change it quickly with chaining con- 
ditions; process costing would indicate me reasons for di&rences in 
cost in dificrent units plants), and make it possible to put the bonus 
for efficiency on a fair basis by eliminating changes in cost which are 
outside the control of the manager. Alternatives to the target 
principle could be found, but in any case the working of a bonus 
system would depend on current cost control and process costing. 



THE PROBLEM OF PROFIT MARGINS 
by M. Kalecki 

From Buiirtin, Vot. 4, No. 5 (April 4, 1942) 

I. The purpose of this note is to discuss the connection between 
the influence upon production of the Excess Profits Tax and the level 
of profit per unit of output (profit margins). The problem may be 
illustrated by two examples. Imagine a Government contract given 
on a fixed price basis to a firm which could do much to improve its 
organization of production. If the level of the price is such that with 
the present methods of production the firm is able to cam a total 
profit which is above or at the level of the ‘standard profit’ the in- 
centive for reorganization is lacking because any additional profits 
which would be obtained by it would be taken away by 100 per cent 
Excess Profits Tax. 

The second example is provided by conditions prevaihng now in 
coal mining. It is alleged mat collieries often work their worst scams 
because, with the existing level of costs and prices, they make in tliis 
way their standard profits and have the advantage of leaving the best 
seams for fiiture exploitation. It is clear that thereby the coal output 
is reduced below the level which could be achieved with the same 
labour, and in addition there is a general deterioration of working 
conditions. 

It is interesting to note that in both instances the Excess Profits Tax 
is not the only cause of ill effects. It should be remembered that even 
with the present Excess Profits Tax there is some inducement to make 
profits above the standard level; 20 per cent of ‘excess profits’ are 
repayable after the war and this item is not without some significance 
as a reserve; fiirther, if the firm does not reach its standard profit in 
some year (which may easily happen even in armament industries 
owing to war damage), the deficiency is reimbursed out of its previous 
payments. The firms have thus an incentive to make excess profits, 
but a rather weak one. If appropriate labour were in ample supply 
the firms on war contracts would certainly increase output because 
taking in trained workers does not require any particular effort. But 
to reorganize production so as to obtain higher output with the same 
labour or to train workers is a different proposition which requires 
stronger incentives. The coUieries would also increase thek output 
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to satisfy die existbg demand if more miners were available (although 
even then they would still work the bad seams). The effects of me 
Excess Profits Tax upon production are thus due to some extent to 
shortage of labour. It is for this reason that a moderate reduction 
of the rate of Excess Profits Tax (say from 100 per cent to 75 per cent) 
would not make matters much better, because the incentive to in- 
crease output with the same labour would be still too weaL 

However, the problem of incentives may be solved even with 
too per cent Excess Profits Tax by fixing appropriate profit margins 
per Unit of output. If these are fixed so low that the firm cannot reach 
its standard profit luiless it makes a reasonable effort for expanding 
output. Excess Profits Tax ceases to be a brake on production. The 
armament producer is compelled to reorganize production because 
otherwise he will get much less than his standard profit; the colhery 
must work its best seams just to earn its standard profit, etc. The 
producers move aU the time within their standard profit. Excess 
Profits Tax does not come into the picture because excess profits do 
not accrue. In odier words the Excess Profits Tax should be managed 
in such a way that it brings in as little revenue as possible. Its ideal 
is the same as that of a prohibitive customs duty. 

2. I have dealt in another placed with the question of profit margins 
in Government contracts given on the basis of cost plus fixed profit 
margin per unit of output. My proposal there was, generally 
speaking, that profit margins should be fixed in such a way that the 
firm gets its standard profit upon reaching its ‘target output’ (fixed 
on the assumption of a reasonable efficiency of management) and 
thus proportionately less if the output is below the target level. (I 
allowed for complications arismg out of the fact that a firm usually 
manufactures a variety of products. In the case when the factory is 
understaffed it was proposed that the ‘target output’ be estimated 
on the basis of full employment of the factory but after deduction 
of that number of vacancies communicated by the firm to agencies 
of the Ministry of Labour which the latter liavc been unable to fill). 

It is easy to devise a similar scheme for contracts given on a fixed 
price basis (with a clause allowing for possible increases in prices of 
raw materials and wages). The price for goods concerned must be 
fixed at such a level that the ‘target output’ renders to the firm its 
‘standard profit’. Here, if the efficiency of the management is in- 
adequate to reach tlie ‘target output’, not only is the actual output 
lower than the ‘target output’ but in addition the unit costs are 
1 Cf. ‘Excess Profits Tax and Goverament Contracts\ (See p. 386). 
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h^er than those on whach was based the fixing of the cmtract price. 
Therefore, the firm which docs not attain its ‘target* is penalized 
here more severely than in the previously described case of a cost 

n ’ 5 fixed profit naargin contract. This should be, perhaps, countcr- 
anced by exempting from Excess Profits Tax the excess profits 
which the firm can make if it exceeds the target output. 

3. So far we have applied our ‘principle of low profit margins’ 
only to Government contracts where profit margins or prices arc 
fixed for each firm individually. We sh^ now consider the problem 
of incentives under Excess Profits Tax for marketable commodities 
where prices are not differentiated according to firms. 

The problems arising in the industries concerned as a result of 
Excess Profits Tax are similar to those mentioned above in connection 
with coal mining. Firms will be inclined to use their most out-of-date 
equipment if they can make, in this way, their standard profit. In 
addition there wdl be no inducement for them to lower their costs 
by standardization of thek products, etc., if the additional profits 
obtained as a result are taken away by Excess Profits Tax. Although 
the position in some of the industries is different from that in coal 
mining, because the main bottleneck is not labour but raw materials, 
there still exists the problem of economizing labour, either to release 
it for armament industries or to use it in die industries concerned to 
produce goods of more durable qualities. 

Imagine now that the price is fixed at such a level that a medium 
cost producer gets his standard profit when working with reasonable 
efficiency. There arises then the following situation. The medium 
firms will tend to achieve a reasonable efficiency. The lowest cost 
producers may soil afford some ‘slacking’. Some high cost pro- 
ducers (although not necessarily an important part of them) may be 
unable to cover even their current costs. If these are deemed to be 
worth maintaining — either because mediuni and low cost producers 
are working up to capacity or for other reasons such as their geo- 
graphical situation — subsidies may be paid. 

A disadvantage of this solution is that the best establishments may 
still afford to work below their possible efficiency. If these, as is 
often the case, are large scale units they may be perhaps dealt with 
by direct control. In any case pegging of prices at such a level that 
the average producer is compelled to work with reasonable efficiency 
is a great improvement as compared with the situation which arises 
when prices are above that level. 

The position in agriculture. differs from other industries, in so far 
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9$ tke greater part of output is produoai by small units, which are 
exempt firom Excess Profits Tax because dieir profits are lower than 
^1,500 p.a. The policy of low profit margins if not accompanied 
by other devices, would be here double-edged. On the one hand it 
could increase the incentive to expand output for the large farms, on 
the other hand it could diminish it for the small oncs.^ In any case, 
higher prices of agricultural commodities by no means strengdien 
always me incentive for more intensive cultivation. The best solution 
would be to have a differential price poUcy for large and smdl farms. 

4. The above analysis shows a new aspect of price control. This 
has usually been considered from the angle of the fight against 
inflation. As such it is efficient only when accompanied by rationing, 
because otherwise the discrepancy between demand for and supply 
of consumption goods reappears in the form of shortages and queues. 
We have seen that price control may perform a quite different task 
also, by restoring the production incentive under a regime of Excess 
Profits Tax. 

^ And possibly also for wme marginal large producers. 
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EXCESS PROFITS TAX AND GOVERNMENT 
CONTRACTS 

by M. Kalecki 

From Bulletin, Vol. 4, No. 2 (January 31, 1942) 

I. The Excess Profits Tax is often considered a brake on the war 
effort because it deprives entrepreneurs of the profit incentive and 
thus prevents the full use of existing resources. Wc propose here to 
examine this problem for industries working on Govermnent con- 
tracts and to show that tine repercussions of 100 per cent Excess 
Profits Tax depend closely on the form of contract. It is in particular 
possible to construct such a form of contract that Excess Profits Tax 
would not hamper the expansion of output of the industries in 
question. 

Imagine first that contracts are given on the basis of costs plus 
percentage profit margin. It is obvious that 100 per cent Excess 
Profit Tax by taking off die excess of total profits over the ‘standard 
level’ does not hamper production in this case for the simple reason 
that profits are here proportionate to costs and thus arc no indicator 
of efficiency. Also, if Excess Profits Tax were aboEshed there would 
be, under tins type of contract, no tendency to get out of a given plant 
the maximum output by a better organization, etc. ; the entrepreneurs 
would merely strive even more than under Excess Profits Tax to 
increase the costs by, say, working as much overtime as possible, 
even though it may not increase but reduce the output per worker. 

If the contract is on the basis of cost plus fixed profit margin per 
unit of output the total profit is proportionate to output and thus 
constitutes an incentive for its expansion. But the strength of the 
incentive is dependent on the level of the margin. If it is very high, 
the entrepreneur may not-^ven in the absence of Excess Profits Tax 
— strive very hard for better organization, etc., his profit being, any- 
how, very ‘comfortable’.^ And clearly with 100 per cent Excess Profits 
Tax any efforts to increase output are of no interest to him. But if the 
profit margins are fixed sufficiently low so that only at a high degree 
of utilization of available resources the ‘standard profit’ (that is, the 

^ The position is here different from peace-time because of scat city of labour. With ample 
supply oflabour (and provided equipment is not fully used) the increase m output docs not 
require a particular effort. 
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lev 4 of total profits the cjccess over which b taxedl is reached, even 
100 per cent Bjeccss Profits Tax will not hamper tne entrepreneur’s 
initiative; for he must then strive hard to increase the profit within 
the range not subject to Excess Profit Tax. 

The position with a fixed price contract is similar. In this case the 
entrepreneur has a double incaidve to increase the output per 
worker; to expand the output and to reduce costs. But if the margin 
of profit is wide he may, even in the absence of Excess Profits Tax, 
make no great efforts to reorganize production. This the more so that 
the reduction of costs may bring him additional profits only for the 
contract in question, while the next contract may be given to him 
on the basis of reduced costs. 100 per cent Excess Profits Tax will, 
of course, in this as in tlic previous case, wipe out any incentive for 
improvements of the mediods of production. On the other hand, 
with a sufficiently low profit margin, even looper centExcess Profits 
Tax will not disinterest tlie entrepreneur in such improvements. 

2. We arc now going to describe in some detail a form of contract 
which would reconcile incentive for an optimum use of available 
resources with 100 per cent Excess Profits Tax. Let us assume first 
for the sake of simplicity, that a factory is engaged only on production 
of one type of goods on contracts from one Government Department. 
Imagine now that contracts are given on the following conditions: 
(i) The actual costs of production arc covered (not allowing, of 
course, for excessive repair and maintenance or unreasonably high 
managers’ salaries). (2) The profit margin p is fixed at die level of 
the ratio of ‘standard profit’ as calculated for Excess Profits Tax 
and the maximum productive capacity M, or: 



Thus, if the entrepreneur reaches the ‘target output’ M he earns his 
standard profit; if his rate of actual output is lower than M he gets 
proportionately less. In no case, therefore, is he subject to Excess 
Profits Tax and he has to strive to reach his ‘target output’ in order 
to earn his ‘standard profit’.^ 

The concept of M requires, however, further elucidation. With 
a given crew, by M is meant here that output which would be 
achieved if each worker worked the optimum time, and if the 
organization of production (inclusive of die system of wage payment) 

* Since firms working under this system wiD be unable to benefit from repayment of 
20 per cent of Excess Profits Tax after the war, the ‘standard profit* may be fixed a httlc 
more liberally, in particular where the pre-war profits were low (often the case with small 
firms). 
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were reasonably good. For a clever tBchiudan with good cxperimce 
such an estimate would be quite possible. (He must ^e into account 
to a certain extent the normal hitches in raw material suppUes). 

There arises here, however, a difficulty because of a possible 
understaffing of the factory. It may absorb more labour than it 
actually employs at present. If M is fixed on the basis of the existing 
crew the entrepreneur is not interested in employing more labour 
even if it were available. On the other hand it is impracticable to fix 
‘target output’ on the basis of the productive capacity of equipment, 
because the entrepreneur may simply be unable to get additional 
labour. 

This difficulty may be solved, I think, in the following way. The 
‘target output’ is estimated on the basis of full employment of the 
factory, but after deduction firom the latter of that number of 
vacancies communicated by the firm to the Ministry of Labour (or 
its agencies) which the Ministry has been unable to fill. If, for instance, 
the actual employment in a factory is i,ooo workers, if it is estimated 
that it may still absorb 500 workers, and if the number of vacancies 
unfilled by die Ministry of Labour is 300, then the target output 
is calculated on the basis of 1,000 + 500 — 300 == 1,200 workers. 
With this arrangement the entrepreneur has a strong incentive to 
make use of available labour but is not penalized if he cannot get 
additional workers. 

3. So far we have made, for the sake of simplicity, an assumption 
that the factory considered produces only one type of goods on 
contracts for one Government Department. Before considering the 
general case we shall transform a little our formula of the profit 
margin. This may be written also : 

_ S m 

^ m M 

fit 

where m is the actual output. ^ may be called the degree of utiliza- 

S 

tion. We denote it by u and thus obtain p = h. If « = i the 
^ ^ m 

entrepreneur earns his full ‘standard profit’; if h < i, proportionately 
less. 

Let us now consider the case when a factory produces many types 
of goods and not necessarily for one Government Department. Let 
us number the respective contracts i, 2, 3 . . . n. In application of 
our form of contract to this case there arises first the question what 
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ptat of ‘standard profit’ ^tdd be dutrged to a particular contract. 
Tbc same problem arises, however, as to the distribution of over- 
heads. They are probably usually distributed proportionately to the 
respective prime costs. Anyhow, whatever the method of charging 
of overheads to particular contracts, the same method may be appUed 
to ‘standard profit’. We thus have a series of coefficients <ij, a^, . . . 
4 n the sum of which == i and the ‘standard profit’ chargeable to each 
contract ajS, a^S, . . . a^S respectively. 

The formulae for the profit margins for particular contract may 
be now constructed as follows; 


Pi 


fljS 

mi 


h; Pz 


OzS 




where mi, . . . Wn are the respective rates of actual outputs and « 
is the general degree of utilization. It is, of course, a much more 
complex thing to calculate the degree of utilization of a factory when 
its production is heterogeneous than when it produces only one type 
of goods; but an expert may also here estimate approximately by 
how much the total production is below the level which could be 
obtained with optimum working rime, reasonably good organiza- 
tion, etc. As to the difficulty arising out of understaffing, it may be 
solved in exactly tlie same way as in the simplified case considered 
in paragraph 2. 

Now, die profits per annum obtained on various contracts by the 
firm will be according to die above formula OiSu, a^Su . . . tJoSw, 
and the total profit = <JiSm + a^Su . . . + a„SM. 

Since aj -b ^*2 . > ■ + On = ^ h follows that the total profit = S«. 
Thus, as in the case of one commodity, the entrepreneur earns his 
standard profit when the ‘target output’ is reached and « = i, and 
proportionately less when actual output is below the target output. 

It is clear diat this system requires a high degree of co-ordination 
between Supply Ministries and the Inland Revenue I>cpartment, 
as also a liigh degree of insight into the conditions prevailing in die 
factories. The latter, however, which is more difificult to achieve, 
is necessary for the sound functioning of armament production in 
any case, and may probably be best achieved by the Production 
Executive and Regional Boards.^ 


^ Cf. J. Steiiidl, ‘The Production Executive’s Regional Boards*. (See p. 17). 



A SURVEY OF WAR CONTRACT PROCEDURE 

hy G. D. N. Worswick 

From Bxjlletin, Vol. 7, Nos. 4 and 5 (April 7, 1945) 

I. INTRODUCTION 

B efore the war, Government Departments were able, as a 
general rule, to place contracts by competitive tender. It was 
assumed that this procedure provided an adequate guarantee tliat 
the requirements of the Government would be met with reasonable 
efficiency and without undue profiteering. The validity of tins 
assumption is open to doubt. Price-rings, tacit understanding 
between members of a trade association, or the mere fact that certain 
dominant firms tend to become price leaders reduces the competitive 
safeguard. Already during the rearmament programme the hmited 
control of price exercised by competitive tender became tlie excep- 
tion, and was replaced by forms of direct contract with individual 
firms. During the war the competitive tender has disappeared 
almost entirely,^ mainly owing to the need to use every bit of capacity 
in existence, but also to tlie necessity of ensuring, in varying degrees, 
direct control of the placing of contracts for reasons of defence, 
labour supply and so on. The metliods adopted by Departments for 
settling prices imder these conditions are obviously of the greatest 
importance.* Moreover, in view of the limitations of the competi- 
tive tender mentioned above, it is clear that the experience gained 
in contract methods during the war may prove of considerable 
value in peace-time. Tlus article attempts to survey the major 
problems of war contract poHcy. 

^ In 1938 26 per cent of the value of total orders placed by the Air Ministry were placed 
by competitive tender. This figure fell in 1939 to 14 per cent, in 1940 to 4 per cent, and in 
1941 and 1942 only 1 per cent of Ministry of Aircraft Production orders were placed in this 
way. 

* *My Lords regard the contract in war-time as something more tlian a means of recouping 
to the contractor his reasonable expenditure and giving him in addition a fair reward for his 
endeavours and the use of his capital in the form of profit. They are satisfied that the contract 
can be made to play a substantial part in securing that the supplies which the nation requires 
are obtained with the minimum use of the natioifs resources and the maximum of speed.* 
Treasury Minute dated 12th February, 1944, m the Report ofthePubhc Accounts Committee, 
1943. The Select Committee on National Expenditure has, throughout the war, held strongly 
the same opinion- Cf. Fourteenth Report, Session 1942**3. 
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The Size op the PaostiM 


Some idea of the rapid growth in the size of the contract problem 
can be gained from the following Table of the number and value of 
Ministry of Supply contracts; 


Ministry of Supply Contracts^ 
Year to Mmh $ist No. of New Orders 

Created 

1938^39 (War Office) 19,000 

1939-40 . . . . 39,000 

194041 . . , . 57,608 

1941- 42 . . . . 74.361 

1942- 43 .. .. 99.229 


Approximate Value 

100 

460 

898 

1,040 

1,153 


^ Appendix 1, Select Cotiunittee, Fourtecntli Report, 1943-3, 


The number of orders created increased over five times, and the 
average value per order placed doubled in the five years 1938-39 
to 1942-43. These figures include all orders for stores and munitions, 
placed with firms and R.O.F. and Agency factories; 44 per cent of 
die orders placed in 1942-43 were for general stores, but the value 
per General Store Order was much less than the value per Munitions 
Order (the ratio was i;3’4i). In the year 1942-43 the Ministry of 
Aircraft Production also placed some 20,000 new contracts. 

These contracts arc extremely diverse: they may be for boots or 
bombs or aero-engines: they may be for new products or for repairs. 
Absolute uniformity of contract procedure is therefore out of the 
question. That does not mean that the type of contract used is of no 
importance. On the contrary, it has been recognized since early in 
the war diat certain types, notably the fixed, or firm price, contract 
are more conducive to efficiency than others of the ‘cost-plus’ 
variety, and it has been the pohey of Supply Departments to place a 
growing proportion of contracts on die former basis. Thus the 
proportion of fixed price contracts placed by the Ministry of Supply 
rose from 60 per cent of all orders placed m 1941-42 to over 72 per 
cent in 1942-43. Less than I'S per cent of the number of Ministry 
of Aircraft Production contracts, amounting to less dian 5 per cent 
of the total value, were costed, the remainder being fixed price 
contracts. 


n. THE OBJECTIVES OF CONTRACT POLICY 

When placing a new contract the primary objective is to secure 
the output of the article required with a nunimuni use of plant, 
man-power and material, in the quickest possible time. This broad 
principle should govern both the selection of the particular firm for 







the placing of the contract, and also the way in which the firm 
sdected should carry it out. It is with regard mainly to the latter 
that contract policy plays its most important r6le in the war economy. 
As the Ministry of Supply argued, the allocation of capacity is 
‘very largely conditioned by a number of considerations of a non- 
monetary kind which cannot be disregarded.’^ 

Once the allocation has been decided however, the aim of the 
contract is to secure that the firm produces the goods with the least 
use of resources: the contract should therefore be of such a type 
as to ofier a direct inducement to the firm to reduce costs. It may 
be convenient to set out here the principal types of contract which 
can be looked at m the light of the above. 

1. The Firm Price contract. This excludes allowance for variations 
in cost of materials and labour, and is possible only if there is com- 
petition, or if adequate data about costs exist. Such contracts give a 
full profit incentive, subject to the limitations of E.P.T. (see below). 

2. The Fixed Price contract includes allowance for variation in 
labour and material costs, tliough not, of course, in usages. 

The purpose of both these types of contract is to set a price before 
work is begun, or at an early stage of production. The firm can 
then strive to increase efficiency, in the knowledge that any cost 
reductions will accrue to it in the form of higher profits. This is 
subject to the provision that the price should not be so high as to 
enable the firm to reach its E.P.T. standard without special effort. 
If it is too high the incentive is very much reduced.® Both these 
types of contract depend for their success on fairly accurate advance 
knowledge of what costs ought to be incurred. There are various 
tests of this which wc shall discuss below. 

3. In Maximum Price contracts, a preliminary ceiling price is fixed 
which on no account will be exceeded. The final price, however, 
is settled on a basis of actual cost incurred plus an agreed profit.® 

4. Cost-Plus contracts arc now used only when there is no alterna- 
tive, e.g., in some forms of repair work. 

5. The Target Cost or Target Price contract is an interim type which 
may he used when the attempt is being made to move a firm from 

* Fourteenth Report, Appendix 2. This is only true when there arc no reserves of capacity 
and labour at all. It should be possible immediately after the end of hostilities in Europe 
to dispenscl with the marginal firms, if the more efficient firms can expand capacity within 
a reasonably short time. 

* Cf. Kaecki, ‘Excess Profits Tax and Government Contracts, ‘ p. 386, 

® In Ministry of Supply Contracts either the total profit or the profit per unit of output 
may be agreed in advance. In the latter case the profit per unit wul be common to several 
contractors. 
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a (o^^hs to a fixed price basis. An initial standard figure is agreed 
said if tibe fijrai incurs less than the standard it gets part of the saving, 
provided it can be attributed to its own efforts. 

The last three types of contract all depend upon post-costing, the 
ascertainment by examination of actual costs incurred. There is now 
universal agreement that the cost-plus method should only be used 
where there is no possible alternative.^ It offers no incentive to 
reduce costs: indeed, where the profit is calculated as a percentage of 
cost there is an incentive to increase costs. In theory the maximum 
price contract sets a limit to possible cost increases; in practice firms 
try to get tlie maximum set so high that there is Utde danger of 
exceeding it. In such cases there remains no incentive to reduce 
costs, since none of the ‘savings’ made accrue to the firm. The target 
cost contract would appear to be an improvement in this respect: 
‘Its practical utility is however diminished by the time inevitably 
taken after the contract is completed in ascertaining the cost and 
consequently in determining die profit.’® 

The first objective of contract policy is therefore to get as many 
contracts as possible on a fixed or firm price basis. But this in itself 
is not enough. The price must be such as to yield a ‘reasonable’ 
profit only if the firm strives to maintain and increase efficiency. 
With a high rate of Excess Profits Tax this means in practice that 
the price mould be low enough to call forth an effort if the E.P.T. 
standard is to be reached. Even without E.P.T. the policy of squeeis- 
ing profit margins should be followed. Thus the Department must 
have accurate information, in advance, of the costs which ought to 
be incurred by a particular firm, or in a particular process. 

in. THE PROBLEM OF COSTING 

Post-costing of completed contracts can give full and accurate 
details of what direct costs of production have been incurred in 
producing a particular item. It does not show necessarily what 
costs ought to have been incurred, though in time the compilation 
of comparable cost data from various firms makes possible fairly 
accurate estimates for die future. To be of use in making new 
contracts the data must be quickly obtained. Delays in determining 

^ It is interesting that in 1940-1: ‘Considerable pressure was brought to bear on the 
Department to introduce cost-plus contiacts» or even to abandon contracts altogether in the 
normal sense and to issue directions to undertake work with payment guaranteed at a level 
such as to allow the firms automatically to make profit up to their E.P.T. standard/ (M. A.P. 
Memorandum. Select Committee, Fourteenth Report, p. 91). 

• M.A.P. Memorandum, ibid. p. 95. 
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costs, however, have bmi a serious problem throughout the war. 
The number of completed Ministry of Supply contracts awaiting 
costing at different dates was as follows: — 

Completed Ministry of Supply Contracts Awaiting Costing 

February 1 1940 February , i942 Hay stst, 1942 May sgtK S94S 

4^00 9,000 U800 7,486^ 

^ This reduction was achieved by using compromise settlements in a number of cases. 

The consequence of this accumulation of arrears was that ‘the 
limited staff of cost accountants available continued to be absorbed 
almost entirely on actual cost investigations, and for a long time the 
Ministry were unable to divert more than a small number to the 
important task of analysing die Department’s records in such a way 
as to provide the data necessary for the determination of fair fixed 
prices for future orders.’^ Arrears had begun to accumulate before 
the war broke out and it seems that until 1943 (no later data are 
yet available) the problem grew worse. 

Current Costing can, under certain conditions, elicit sufficient in- 
formation to permit moving contracts on to fixed prices. It also 
shows the trend of costs sufficiently early to prevent fixing prices 
consistendy too high. 

The Ministry of Supply used this mediod, which lessens the strain 
on the limited accounting staff, to a greater extent than other Depart- 
ments. They did not, however, until 1943 make any use at ^ of 
the alternative of technical cost estimation. Indeed, in the memoran- 
dum to the Select Committee arguments are brought against using 
technical costing which appear weighty, until it is noticed that in 
1942 the Ministry ‘used a little less than two-thirds of one man’s 
time’ and in 1943 the time of only 9| men on technical cost investiga- 
tion. At the end of 1943 there were some 55 investigations being 
undertaken for the Ministry, practically all of a minor nature: in 
that year nearly 100,000 new contracts we»-e placed. 

Technical cost estimation was used before the war by the Admiralty 
and later by the Air Ministry as a means (a) of getting a sufficiently 
accurate estimate of what direct costs ought to be to allow the early 
movement of contracts on to fixed prices; and (b) of revealing at an 
early stage remediable inefficiencies in a particular firm. Both the 
Admiralty and the Ministry of Aircraft Production have used this 
method of costing widely during the war, checking it by selective 

^ Seket Committee, Fourteoith Report, p. 39. Similar delays occurred in other fields. 
For example, the number of accounts outstanding for voyages which had been completed 
rose from 6,700 at March 31, 1943 to 8,000 at December 31, 1943 (Civil Appropriation 
Account, 1942). 
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post-<osting. However, the persomiel of the Tethnical Costs Section 
was too small to make the fnllcst use of this technique: in 1942 the 
staff was only 179, though it increased rapidly in 1943 to 277* 

The odd situation mentioned above in which the evidence sub- 
mitted by one Supply Department ignored completely the experience 
of other departments in the same field, does suggest that the Co- 
ordination of contract policy was not very strong. The Select 
Committee, indeed, made this one of their major criticisms in 1943 
and recommended that, not only should the Teclinical Costs section 
be strengthened and expanded, but there should be a special com- 
mittee appointed to conduct a stocktaking review of the four 
years’ experience of war contracts. Such a committee would con- 
sider ‘methods of cost accounting, recording man-hours in jobs, 
etc., and for coUating and interpreting such records/ The Treasury 
rejected the recommendation for immediate review by a special 
Committee. ‘The Departments do not feel tliat at this stage of the 
war there is any necessity for, or can be any question of, a radical 
alteration of methods, and it is rather, in their view, a matter of 
reviewing procedure as will be necessary in the transition period.’^ 


IV. THE PROHT RATE 

‘Profit is intended : — 

(a) to give a return on the capital provided by the Company 
employed in the business, including money borrowed for the purpose 
of carrying on the business; 

(b) to provide for the risk to the capital employed; this risk may 
be general and derive from the type of assets in wliich capital is 
invested, or particular and derive from the chance that a loss may be 
incurred in executing that particular contract; 

(c) to give an iiicciitivc to the contractor to acliievc maximum 
efficiency. 

Provided that production is normally efficient, and that costs can 
be accepted as fair and reasonable, the general standard of profit 
approved for Government contracts in executing wliich the contrac- 
tor is not at substantial risk, is 7| per cent on the capital employed 
in carrying them out.’^ 

This statement of principle refers mainly to fixed price contracts. 
For cost-plus contracts only item (a) has any application ; there is no 

^ Twelfth Report from Select Coraiiiittce: Session 1943-44, November 1944. 

* Select Committee, Fourteenth Report, 1942*-3. p. 101. 

2C* 
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risk to the capital employed; nor is there any incentive to increase 
efficiency. For maxinium price contracts there is a negative in- 
centive. But there is, in the opinion of the Select Committee, a 
definite tendency to set the maximum on the high or ‘safe’ side;^ 
to the extent that this is the case the incentive is weaker and the risk 
is reduced at the same time. In theory, therefore, the profit should 
be just sufficient to cover the interest on tlie capital employed: 
7^ per cent would seem more than adequate for this purpose.® 
Actual profit rates on costed contracts have been higher. In 1943, 
returns fi'om 730 firms working on costed contracts for the Ministry 
of Supply over a period of 5 months showed a profit rate of 9*68 
per cent on the capital employed of ^^240 miUion and a total cost 
of production of ^350 imUion.® Much higher rates were earned 
on costed sub-contracts.* An analysis was made of some 3,300 
trading results of Ministry of Supply sub-contractors, mainly for 
financial years ending in 1942 or 1943.® Less tiian 1,300 of tliese 
results relate to larger firms, with more than ^ so, 000 capital em- 
ployed. The profit rates of the larger firms are tabulated below. 


Profit Rates Derived from i^^oo Trading Results tf Subcontractors employing 
jC3o,ooo Capital and over 
Profit Rate Per cent of Firms 


Loss 2 

0-15 per cent 25 

15-30 per cent 35 

30 per cent and over 38 


No average profit rate for all the firms is given : but the Table shows 
that nearly three-quarters of the firms canied profits at a rate exceed- 
ing 15 per cent. Although the smaller firms showed a Iiighcr pro- 
portion of losses (9 per cent) they tended to obtain on the average 
an even higher rate of profit than the larger firms. In cases where the 
profits are very high the Ministry of Supply attempt to negotiate 
a retrospective price redaction ; in general, however, diey have to be 

^ Of a batch of 6,500 contracts examined by the Mimstry of Supply 28 per cent were 
closed at the maximum pnee* the remaining 4,700 contracts were closed below the maxi- 
mum, with a total ‘savmg* of 14 per cent of the value of tlie 4,700 contracts at maximum 
prices. Another sample was investigated by the Select Committee which produced a very 
significant result. 80 per cent of the firms in this sample fell into two clearly defined groups. 
Onc-third of this sub"group gave figures from 80-95 per cent of contracts closed at the maxi- 
mum price: two-thirds, however, gave figures of 90-100 per cent closed below the maximum, 

* Considerations of this kind were probably responsible for the reduction of tlie ‘normal* 
profit rate from 10 per cent ruling at the outbreak of war to 71 per cent. 

* Minutes of Evidence taken b^ore the Committee of Public Accounts, 1944, Appendix 15. 

* Normally it is left to the main contractor to settle prices with sulxontractors, but m 

some cases the Mimstry of Supply asked main contractors to include a costings clause in 
sub-contracts of or over. 

* Civil Appropriation Atx:ount (Class X) 1942, p. xxv. 
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content •wjdi a refund Evm new sub-contxacts may be placed at 
the old price when it is known tihat a further refund will be necessary.^ 

In fixed price contracts all three principles of determining the 
profit rate come into play. The starting point is that the firm shoxdd, 
in general, earn yf per cent on capital employed, but that higher 
rates should be allowed for where risk is abnormal, or where the 
firm is particularly efficient. The Ministry of Aircraft Production, 
for example, with Treasury approval, aim at allowing profits from 
10 to 15 per cent on capital employed. The Public Accounts Com- 
mittee were of the opinion that an actual level of 15 per cent would 
be out of proportion to the rate obtained under Treasury poHcy in 
costed contracts. Before discussing the actual profit rates obtained 
it will be convenient to set out the method of arriving at the fixed 
price, and some of the problems arising from it. 

Profits arc to be related to capital employed; however, what the 
Department is looking for is a profit ‘mark-up’ which, when added 
to cost, will give the price. No attempt is made, it would indeed be 
an impossible task, to isolate the capital employed on any single 
contract (unless the contract covers die entire output of the firm). 
In practice ‘the rate of profit to be allowed on costs is obtained by 
dividing the appropriate profit return on capital by the ratio of the 
turnover® of the firm to the capital employed during the year or 
years in which the execution of the contract falls.’® "'Itliere part of 
the capital employed is provided by the Government (in 1943 
about one-third for the major aircraft, aero-engine, propeller and 
turret firms) the remuneration on State capital is limited to a reward 
for management and a sum to cover the risk, if any, to the con- 
tractor in respect of the additional turnover. In normal cases one- 
eighth of the value of state assets is added to the value of the capital 

^ A minor undesirable consequence of this procedure is that die main contractors get a 
higher profit, as their costs include the unrcviscd sub-contract prices. A more weighty 
objection is that the Government appears to have acquic.sccd in a distinction between war 
contracts and *non-war’ contracts, by which prices of the latter are exempt from control. 
This distinction has no economic justification. 

* Turnover is never preasely defined On the basis of the figures quoted in the Table, 
sec p. 401 , it would appear reasonable to identify turnover with *cost-of-salcs*, a term used 
elsewhere for the value of output at cost. Cost ot sales plus profit gives turnover in the usual 
sense. In view of tliis unusual use of the term "turnover' wc refer to the profit "mark-up* 
rather than profit margin. 

* Select Committee, Fourteendi Report, 1942-3, p. 102. This statement which applies 
to M.A.P. contracts, appears slightly misleading. Since the essence of fixed price contracts is 
to settle them before production begins, or at an early stage, neither the total capital employed 
by the firm nor its total turnover for the period in whicli the contraa falls can be known 
exactly, and presumably the ratio is based on estimates. This view seems to be confinned by 
figures given in Appendix 15 to the Minutes offividcncc before the Committee of Public 
Accounts, 1944. 
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provided hy die firm, and the resultant sum is used to calculate the 
turnover-capital ratio. This is equivalent to granting for State- 
assets one-eighth of the profit rate on the company's capital. Thus, 
the profit hnark-up* on cost is obtained by dividing the appropriate 
rate of profit on capital employed by the turnover-capital ratio. 

‘Capital employed' is calculated by the E.P.T. method, described 
in the Finance (No. 2) Act 1939. Very broadly this means the 
difference between the assets and the Uabihties of the firm, die former 
being valued at the price at which the assets were acquired (or its 
equivalent) subject to permitted deductions for wear and tear or 
depreciation. Thus, two firms with identical physical assets, but 
bought at different times, wiU have different ‘capital employed' in 
the business. Furthermore, ‘the working capital which is calculated 
for E.P.T. purposes is affected to a considerable degree by the dates 
at which taxation is respectively due and paid and by many things 
which are entirely extraneous to a scientific calculation of what the 
true capital employed is.'^ hi the case of one aircraft firm, for 
example, the turnover-capital ratio worked out at 19*36: ‘. . . any- 
body who knows anytliing about aircraft production knows that 
there is no truth in diat.'^ The turnover-capital ratio also shows 
some astonishing changes from year to year. ‘We have instances 
where there is a difference of five times from year to year in the 
ratio.'^ Such changes may be due cither to changes in the turnover 
(one could anticipate a rise in the ratio as production expands) or 
they may be due to changes in the figures of capital employed, 
which may correspond to an increase in capital in the economic 
sense or may be merely fortuitous, depending, for example, on the 
dates of tax payments. In cases where the Department has reason to 
believe that there is ‘somctliing funny about the capital employed 
they may rest content with an agreed price if the profit rate on cost 
is low. 

The extra profits permitted under items (h) and (r), for abnormal 
risk and as an incentive to efficiency are definitely conceived in terms 
of rates on cost. There do not seem to be very precise rules for 
estimating the extra mark-up which should be permitted, as is 
shown by the following interchange, taken from the Minutes of 
Evidence, Committee of PubHc Accounts, 1944: 

(3871) ‘But we have to place contracts. We cannot say that because the 

year after next the contractor may by some marvellous change in the amount 

^ Minutes of Evidence. Committee of Public Accounts. 1944, Q. 3795. 

* Ibid. Q. 3795, average ratios for major aircraft contractors in 1941, 1942 and 1943 were 
2*4, 2*75, and 2*9 respectively. ® Ibid, Q. 3815. 
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of kis capital employed and turnover, make a profit of 20 ^er cent on his capital 
employed, therefore, we must think of this ahead and say : We cannot give him 
3 per cent because, if we do, he will make 20 per cent on his capital employed. 
Therefore we must give him 7I aoths of 3 per cent' We cannot do it. 

(3872) I am unable to understand thit, because if you base your calculation 
upon the cost of the article and not upon capital employed, surely there is a 
very large range of firactions which you can use. You can deal with it in twelfths, 
or in hundreds, or anything you like — 2*i per cent, or 2-2 per cent. Surely you 
do not need to jump up whole percentages in making this estimation? — When 
you sit across the table arguing a price with a contractor you both have in mind 
soinediing as regards what the costs are ^oing to be. You eventually arrive at a 
price. That price is not an exact estimaaon of costs plus, say, 2*125 per cent for 
profit; it is a price; it may be ;£t. 500, £1,510^ or something of that 

sort 

(3873) We all know that, but am I to understand that all we arc to deduce 
from these figures is that they are an indication of the relative skill in bargaining 
between the contractor and the Ministry? — ^That is in part what the figures 
showing the emergent profits compared with the prevailing profats on cost 
represent. The figures in relation to the capital employed arc extremely inis- 
leadmg in some cases.* 

Tliis difficulty arises because, in certain cases, the figures for 
capital employed are such that a ‘reasonable’ profit rate on capital 
employed gives an ‘unreasonably’ low mark-up on cost. The whole 
discussion before the Public Accounts Committee strongly suggests 
that the attempt to relate profits to capital employed cannot be 
followed up rigorously (at any rate if the E.P.T. figures arc used) 
and that it is far more important to keep pressing on the mark-up 
on cost. 

The ideal is to settle fixed price contracts before production 
begins. This is not always possible and the bulk of Ministry of 
Aircraft Production contracts, for example, are settled about a 
quarter the way through the contract.^ The risk premium is lower, 
the later the settlement of the contract. 

Once the price is settled it is a fundamental principle that it 
should be rigidly maintained. In practice there have been a large 
number of rebates where subsequent costing has shown abnormally 
high profits. The Departments cannot enforce such rebates, they 
simply go to the firm and say: ‘Look here, do you not thifak you 
ought to give us something on this? Would you not like to give 
us something on tliis?’^ There is no justification at all for such a 
policy in the case of firms wliich cam profits above tlieir E.P.T. 
standard; wliile for firms which are running below standard the 


» Ibid. Q. 3790. 


* Ibid. Q. 3086. 
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knowledge that a rebate may be requested can only reduce the 
incentive to efficiency. Moreover, the Departments themselves 
may become less insistent in pressing dovm prices, or in encouraging 
main contractors to ‘squeeze’ sub-contractors, if they know that 
mistakes can be partially rectified by later negotiations for rebates. 
It would have been, and would stiU be, for example, far more 
important in the case of sub-contracts, in which the excessive profits 
largely arise, if the efforts of the Department had been devoted to 
reorganizing the placing of sub-contracts through Regional Boards, 
instead of to the collection of refunds. 

It is interesting, in the fight of the above discussion, to look at the 
few data available about the results of the fixed price policy. Before 
the war and in its early stages it docs not seem always to have been 
very successful. The best Imown example is that disclosed by a cost 
investigation conducted in 1941 into the fixed price contracts for 
32 warships placed between 1936 and 1939, representing about a 
quarter of the ships ordered in the period.* The results were as 
follows: — 


Profit on Cost 
(Hull and Machinery) 
Less than 10 per cent 
Between 10 and 20 per cent 
.. 20 » 30 

M 30 40 

„ 40 „ 50 „ 

„ 50 „ 60 „ 

„ 60 „ 70 „ 

« 70 „ 80 „ 

Over 80 per cent 


Number of Cases 

4 

5 
9 
7 
2 
1 
1 
2 
1 


No weighted average for all these contracts, whose total cost, 
including profit, was some ^90 million, is given, but the unweighted 
average of the above figure gives a profit rate of 35 per cent on cost. 
No data are yet published to indicate the profit rates in subsequent 
periods. 

The most comprehensive data concerning fixed-price contracts 
have been given in Appendix 15 of the 1944 Report from the 
Committee of Public Accounts. They cover some 20 firms com- 
prising all the principal contractors engaged almost exclusively 
on direct contracts with the Ministry of Aircraft Production. 

The ‘prevailing profit rate’ is the rate of profit which the Depart- 
ment allows for in fixing tlie price. The ‘emergent profit’ is the 
actual profit earned. 

It vdll be noted that the prevailing profit rates on both the com- 

^ Report from the Committee of Public Accounts, 1943, pp. 7*-8. 
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CostSt an^Pfafits of Z0 Primpd Aircraft Cctntracim 
Projk P^rcmt^e on Cost of Saks 



mi 


t943 

Cost of Sales 

£150,000,000 

£msmm 

£250,000,000 

IPrevailing Profit Rates . . 

4-41% 

3-76% 

3-4% 

Emergent Profit Rate 

6-38% 

5-60% 

— 

Profit Percentage on Capital Bmployed 
(Capita) computed substantially on B.P.T. basis) 



t9ii 

m2 

ms 

Total Capital 

£62,700,000 

£76,000,000 

£86,000,000 

Compames* Capital 

£50.000,000 

£54,000,000 

£56,000.000 

Government Capital 

Profit at prevailing rate as per- 

£12,700,000 

£22,000,000 

£30,000,000 

centage of total capital 

Emergent profit as percentage of 

10'55% 

10-32% 

9-88% 

total capital 

Profit at prevailing rate on Com- 
panies’ capital as Percentage of 

15-26% 

15-37% 

14-23% 

tliat capital 

Emergent profit on Companies* 

12-82% 

13-77% 


capital as percentage of that 
capital 

18-51% 

20-40% 



Profit at prevailing rate on Govern- 




ment capital as percentage of that 
capital 

1-65% 

1-90% 

1-78% 

Emergent profit on Government 




capital as percentage of that 
capital 

2-50% 

3-11% 



panics’ capital and Government capital were slightly rising: but 
with the increase in the relative importance of the latter the over-all 
rate was falling. The prevaiUng rate on cost, however, was steadily 
falling.^ The emergent rate on cost also fell from 1941 to 1942 
but was in both years about 50 per cent higher than the prevailing 
rate. It was suggested to the Public Accounts Committee that the 
difference between the emergent profit and the prevailing rate is an 
indication of the success of the fixed price policy and shows tlie 
extent to which the firms, by their own efforts, beat the price. Such 
a conclusion, however, is not valid. The attitude of the Department 
in fixing a price should surely be to set it in such a way that only 
if the firm strives for maximum efficiency will it be able to earn the 
‘prevailing’ rate: for the special efficiency bonuses for particular 
firms have already been included in the prevailing rate. Thus, the 
continued gap between ‘emergent’ and ‘prevailing’ rates measures 
the failure of the Department to keep pace with the downward 
movement of costs. 

^ In 1939, 194() and 1941 profit rates on ‘sales* in major American Aircraft contracts 
were respectively 16*1, 23'6 and 27*0. Office of Price AdtninistratioHt War Profit SttiMes No. 2* 
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V. FUTUM FOUCY 

The decline in the total volume of war contracts will begin very 
shortly, if it has not already begun. Whether this will lead to an 
easing of die pressure on capacity, which would give the Depart- 
ments a wider field of choice among contractors, remains to be 
seen. In any case, however, a return to the competitive tender in its 
pre-war form is undesirable. Under the monopolistic conditions 
of modern industry it offers little guarantee of efficiency and against 
abnormal profits.^ 

So long as non-monetary considerations continue to dictate the 
placing of contracts with particular firms die need is to eliminate the 
weaknesses discussed above. But it would be a mistake not to apply 
the lessons of war contract experience to the wider field. There 
will be no lessening after the war of the necessity to secure maximum 
output with minimum costs in die economy as a whole. The above 
discussion gives certain pointers to future polic)^ 

The great differences in profit rates between main contracts and 
sub-contracts^ expose die advantages of buying on a large scale, 
combined with the right to secure information about costs. Supply 
Departments may be described in economic terms as Wholesale 
Agencies which bring together the needs of the consumer (the 
Services) and organize the placing of contracts with manufacturers. 
The decline of the wholesaler* in the peace-time economy is a 
well-knowm phenomenon. A Government Wholesale Agency may 
prove to be one of the most powerful means of stimulating efficiency 
and of fixing prices wliich fully maintain the profit incentive but 
which eliminate the monopolistic elements in profits, thus assisting 
a pohey of full employment.® The best type of contract for this 
purpose is, by common consent, fixed or firm price contract. In 
such contracts an allowance has to be made for the expected or 
‘prevailing’ profit rate. Originally the intention was to relate 
profits to capital employed: in the event the rate on capital employed 
has often proved misleading. It is far more important to watch the 
‘mark-up’ on cost. There are no absolute economic principles 
which determine quantitatively what the mark-up should be in 
the absence of E.P.T. Firm contracts on a large scale reduce the 

^ There are other objections to the competitive tender as used before the war. Cf. ‘The 
Placing and Management of Building Contracts’ Report of the Central Council for Works 
and Buildings, 1944. 

2 Cf. p. 396. 

® E. F. Schumacher. ‘An Eisay in the State Control of Business’. Agenda, Vol. Ill, No. 1, 
1944, and histitutc of Stati.stics The Economics of Full Employment^ 1944, pp. 66-7. 
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risk to the firms, thus permittitig 3 lower margin. Moreover, the 
monopsony of Government Departments (or of a Government 
Wholesale Agency) puts them in a strong position to eliminate 
monopolistic profits. The extent to which the Government can 
‘squeeze’ in this way depends upon the range of industry covered by 
Government bulk purchase. If the Government is buying only a 
part of the output of a firm (or an industry) it cannot press too hard 
a bargain in a fully employed economy without driving the firm 
into die non-Government sector where monopolistic profits are not 
controlled. Thus, the study of future contract policy inevitably 
leads to a consideration of monopolistic practices and efficiency 
in the economy as a whole. 

The key to the success of contract placing is adequate information 
about costs at an early stage in production. The war experience 
‘bears eloquent testimony to the need for a uniform and agreed set 
of costing principles and the general inadequacy of the costing records 
available in industry.’^ The elaboration of agreed principles is clearly 
a very big job and requires the detailed study of the mass of informa- 
tion which had been collected by Departments during the war. For 
a long time a unification of accounting systems has been advocated, 
but relatively little progress was made between the two wars. More 
progress has been made during the war,® but it will only continue 
to be made if some lead is given, and that only the Government can 
do. 

The few published data do not allow any very definite conclusions 
to be reached. An intcr-dcpartmcntal review in the transition period 
will no doubt be of value, but the problem is of such importance, 
and has such wide implications, that it is to be hoped that the Govern- 
ment will accept the recommendation of the Select Committee on 
National Expenditure for a fuU-scalc review of the whole field of 
war contract procedure. 

^ H. W. Singer, ‘Standardized Accountancy in Germany^ National Institute of Economic 
and Social Research, Occasional Paper, V., p. 60. 

* Ibid., p. 65. 
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by G. D. N. Worswick 

From Bulletin, Vol. 5, No. 5 (April 3, 1943) 

T he problem of ‘dual capacity’, the appointment of business 
men to responsible posts in Government Departments, particu- 
larly where the activities of these Departments affect the industries 
in which the business men were concerned before the war, has 
remained one of the open questions of war economic poHcy. In 
each of its Reports since the outbreak of war, the Public Accounts 
Committee has been particularly concerned with two aspects of this 
problem: (i) tlie source of remuneration of the officials, and 
(2) whether the Treasury and the Departments continue to be 
satisfied that die public interest is fully safeguarded under the 
existing arrangements. One may obtain a general outline of the poli- 
cies of Departments run by business men from the industries concern- 
ed, especially the Raw Material Controls and the various divisions of 
the Ministry of Food. But while one can then analyse critically the 
policies pursued, it is very difficult to say definitely how far these 
policies would have differed, either for better or for worse, if die 
Controls, etc., had been staffed in another way, as for example in 
the last war, when business men were in charge of one another’s 
industries and not their own.^ In tins article we oudine the position 
in this country, in the light of the latest Report and Minutes of 
Evidence of the PubHc Accounts Committee (Second Report and 
Proceedings of the Committee: ordered to be printed November 10, 
1942. In what follows we shall refer simply to the Report, giving 
the paragraph, or the Minutes, giving the question number). We 
shall then summarize the contents and conclusions of a Report of 
the United States Senate Special Committee, on the ‘charge by 
Robert R. Guthrie in connection with the Administration by 
dollar-a-year men of the conversion programme . . which deals 
with die ‘dual capacity’ problem in the United States war economy. 

The Present Position in Britain 

In this country . . temporary civil servants can be divided into three main 
categories in that respect (their remuneration): those who come and arc paid 

^ These ofBdals had, of course, advisory panels of men drawn from the trades concerned, 
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by the Govcmmmt (in this case iht Ministry Supply), but who, no 
doubt, have relations with their firms in that they have understanamgs that when 
the work is finished they will go back to the firms; the second category arc paid 
a Civil Service remuneration, and we arc aware that in those eases a balance 
representing the diiFerencc between their Civil Service pay and their old pay 
is made up to them by their firms; there is a third category who receive no pay 
whatever from the Ministry, but who receive, presumably, cither the same 
remuneration as tlicy had. before from their company or something less/ 
(Answer to question 7793, Minutes,) 

The number of persons in the third category seems to be very 
large: 

. in the Ministry of Supply there are hundreds of persons not connected 
with the iron and steel trade but connected with other trades who are giving 
whole-time service to the Ministry of Supply, and whose remuneration is 
derived from their previous firms. ^ (Answer to question 8270, Minutes.) 

In the Iron and Steel Control in 1942, 65 per cent of persons 
who might be in a position to commit the Ministry?* of Supply are 
paid individually by their firms (7779, 7780, Minutes), The issue 
of ‘dual capacity’ is therefore one which affects profoundly the war 
economy. Steps are taken by the Departments to ensure that all 
temporary civd servants arc fully aware of their position: 

‘The routine is that when a person is appointed to the staff, whether as a 
temporar)'^ or as a permanent civil servant, his attention is drawn to the staff 
rules, of which he receives a copy, and certain paragraphs of which lay down 
the doctnne, as we understand it, about dual capacity. In particular, when 
appointments of controllers of raw materials commodities are made, to which I 
think special reference was made last time this question was discussed, they 
receive a letter of appointment from tlie Minister, and in tliat letter reference is 
made to diis question, so that they can be under no misapprehension; in addi- 
tion, on the first occasion m which they come to headquarters, a member of the 
Raw Materials Department takes them over the ^roimd, so that in that way 
we think we have covered the position fairly adequately, if I may say so/ 
(7771, Minutes.) 

It would appear from the above quotations, therefore, that a 
temporary?* civil servant may continue to be paid by his firm, wliile 
in his official capacity he may influence policy with regard to an 
industry which, in turn, will affect his firm. There are, however, 
special checks with regard to contracts. 

‘they are under a scries of very special obligations to keep us informed as 
to what their trade interests arc, and they arc kept from dealing with contractual 
matten in the Ministry in a sphere which is their own in outside industry/ 
(7803, Minutes.) 
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In view of the ‘not unnatural public apprehension that the people 
concerned have more of a weather eye to their relationship to their 
own organizations than they have to the Government Depart- 
ment to which they are giving such excellent service/ {7800, 
Minutes), it may be asked why such persons are not made whole- 
time employees of the nation and paid accordingly. This is the more 
pertinent because it is not difficult to see that many such persons are 
indirectly paid by the Treasury; for where the firm is paying E.P.T., 
the E.P.T. paid will be less by the amount of the salary^ of the 
person loaned to a Government Department.® If the Government 
paid this salary direedy, its balance between revenue and expenditure 
would remain precisely the same. Thus, this first argument that 
‘. . . we should simply not have been able to give those people (he 
remuneration necessary to give them the standard of living to which 
they had been formerly accustomed’ (7794, Minutes) seems not to be 
valid.® The second argument is more cogent. The salaries of the 
business men appointed as temporary officials are, in general, very 
much higher than those of Civil Servants of equivalent rank and ‘if 
those gentlemen who at present are paid by outside firms were to 
be paid directly out of Government funds at the rate of remunera- 
tion which they received as business men before they came into the 
Government service, that might have some reaction on Civil 
Service salaries’ (7804, Minutes). This does not, however, prevent 
the Departments paying the appropriate Civil Service salary, even 
if this rate is supplemented from outside. When the ‘dual capacity’ 
problem in the Ministry of Works and Planning received wide- 
spread publicity in 1942, the then Minister arranged for the business 
men concerned to become direct servants of the Ministry, but tlie 
Treasury did not feel ‘that there was any necessity to make that rule 
a generd rule’ {9029, Minutes). The justification of this varied and 

^ Subject to certain qualifications with regard to the shareholdings of directors. See 
Baylcy and Taylor* Excess Profits Tax^ p. 47 ff. 

2 Tiiat the Government seems, paradoxically, not to be much concerned with this argil- 
ment is suggested by the following interchange between Sir Irving Albery and the Mimstry 
of Supply official giving evidence (7791-2, Mmutes). . . Would it be m many cases a 
fact, or, rather, would one be justified in suggesting in many cases where firms are making 
big profits and paying Excess Profit Tax, that in tact the Government is to a large extent 
indirectly paying the salaries or remuneraaon of these persons ? — That gets one into racta** 
physical reasoning into which I could not possibly attempt to follow you, Sir.* 

‘Would you not admit that it is possible? — I would rather state it otherwise, if I might, 
and say that we in the Ministry are indebted to very many firms all over the country for the 
loan to us of persons who are working night and (day and giving us complete satisfaction.* 

* This principle, moreover, was not admitted in the case of the members of the armed 
Forces or those who were conscripted for industrial work. 
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empirical policy was summed up by the Treasury ofiBcial, in evidence 
to the Committee: 

‘The real question is not who pays, and bow much is paid, but the real 
question is whether the person soil remains connected with the business in the 
sense that he expects to return toitafterwards; and,ofcoHrse,hedoes;andnothing 
. overcomes that real fact except that we have confidence, and I believe the public 
as a whole have confidence, that while these gentlemen are in the service of the 
Government, they wiU serve the Government faithfully and steadfastly’ (9030, 
Minutes.) 

‘Frankly, I do not think the public interest req^uires very greatly to be safi;- 
guarded in this matter, as long as we get hold of the right kind of people, as 
we do,’ (9020, Minutes.) 

As regards the issue of salaries alone, this attitude may be reason- 
able,^ but on the second, and more general issue, the Treasury and 
die Departments tend themselves to become interested parties and 
to act in a ‘dual capacity’ in so far as they are responsible for the 
arrangements. The persistence of the Public Accounts Committee 
in examining the question of ‘dual capacity’, and its reiteration in the 
latest Report that ‘such arrangements will continue to require the 
most careful attention by all’ is evidence, apart from outside criticism, 
that the pubUc is still apprehensive. 

An Instance of Dual Capacity in U.S.A. 

In this country, as we have mentioned, there has been no authori- 
tative investigation of the working of ‘dual capacity’ as such. 
A similar problem was created, however, in the United States 
with the appointment of ‘doHar-a-ycar’ men to the Administration. 

On March 14, 1942, Mr. R. Guthrie made a statement to the 
press that his efforts to achieve maximum conversion of the con- 
sumer’s durable goods industries to war production had not been 
supported by his superiors, and on the same day he resigned his 
position as Chief of the Textile, Clothing and Leadier Goods 
Branch of the War Production Board, as did his deputy and execu- 
tive assistant. Mr. Donald Nelson thereupon asked for an inquiry 
by the Senate Special Committee to Investigate the National 
Defence Programme (Truman Committee). In the following 
paragraphs we summarize the contents and conclusion of the result- 
ing Report. (Senate, 77th Congress, 2nd Session Report 480, 
Part 8, June I4tii, 1942.) 

After Pearl Harbour it became apparent that production of non- 
essential civilian goods which consumed ‘critiedi’ materials had to 

^ But coiDp^re the American experience mentioned below. 
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give way to war productkm. Sudi ccaiversiott to war productioa 
could be accomplished either by voluntary action cm the part of 
industry or by controls exercised by the Government. Primary 
responsibility for formulating pohdes regarding the conversion of 
civihan industry was placed in the Division of Industry Operations, 
■headed by James S. Knowlson. The responsibihty was shared by the 
Bureau of Industry Branches, one of the several bureaux within 
this Division. Investigation disclosed that widely divergent philoso- 
phies existed among officials of the War Production Board as to 
how the various orders should be used in acliieving an effective 
conversion programme. One philosophy exemplified by Mr. 
Robert P. Nathan, Chairman of the Planning Committee, held that 
curtailment of civihan production should be ruthlessly accomphshed. 
In a memorandum dated March i6, 1942, Mr. Nathan stated to the 
chairman of the War Production Board: 

. . Complete cessation of durable goods for consumers involves insignificant 
hardship relative to defeat at the hands of the enemy. Normal production 
of the durable goods industries must be ruthlessly ceased. The industries will 
not engage in an all-out conversion until they are absolutely closed. Where a 
modest output is absolutely essential, then this output should be confined to the 
smaller plants in the industry . . .' 

The other philosophy exemplified by Mr. James S. Knowlson, 
held that civilian production should be curtailed gradually. 

‘I believe that the best policy to be followed is that of curtailing production 
by means of conservation and limitation orders and at the same time crowdmg 
war production m factories and progressively forcing convenion without 
breaking up more than necessary valuable organizations which have taken years 
to build.’ 

The pliilosophy of rutlilcss curtailment of non-essential civilian 
production was supported by the Labor Division and die Division 
of Civilian Supply of the War Production Board. Mr. Guthrie 
charged that, prior to his resignation on March 14, 1942, civilian 
production by the consumers’ durable goods industries of such items 
as refrigerators, wasliing macltincs, juke boxes, metal furniture, 
bicycles, electric ranges, and other products with a high metal 
content was allowed to continue practically unabated. The Report 
draws attention to the period of inaction between January 5 and 
March 17, and mentions that a new drive to curtail civilian pro- 
duction followed immediately after Mr. Guthrie’s resignation. 
The charges are then examined in detail, and it appears that in 
many cases of delay in issuing curtailment orders, and of resistance 
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10 cumEinaxt of civiliati production, the resporMblc ofificiais were 
dotlar-^s^year mm from the mdu$tries affected. 

Afrer the cases were examined the Committee stated its conclusions. 
They pointed out that the nature of the request to investigate the 
cases received from Mr. Nelson made it necessary for them to speak 
frankly. They criticized especially Mr. Reed, cliicf of the Bureau of 
Industry Branches: ‘In so far as Mr. Guthrie is critical of Mr. Reed 
and certain other dollar-a-year men, and of the slowness with which 
curtailment orders were issued by the Bureau of Industry Branches, 
the Committee believes that Mr. Guthrie was correct.’ The Com- 
mittee went on to discuss the general issue of dual capacity in the 
following terms: 

‘In his testimony before the Committee, Mr. Knowlson expressed the opinion 
that the employment of dollar-a-year men was a matter of personal integrity 
of the individual. The Committee does not wholly concur m this conclusion. 
It believes that the Guthrie case points to the conclusion that certain dollar-a- 
ycar men within the Bureau of Industry Branches are unable to divorce 
them.selvcs from their subconscious gravitation to their own industries. The 
Committee feels that the evidence introduced in this case confirms its con- 
clusions m Its Reports of January 5, 1942. . The Committee believes that 

most dollar-a-year and ‘without compensation’ men are honest and conscien- 
tious, and that they would not intentionally favour big business. However, 
it is not their intentional acts that the Committee fears, but tlieir subconscious 
tendency, without which they could hardly be human, to judge aU matters 
before them in the light of their past experience and conviction.” ’ 

The policy of the War Production Board with regard to ‘dual 
capacity’ was set out in administrative order No. 4, Section 2, 
wliich provided that: ‘No person so engaged (on a dollar-a-year 
basis) shall make determinations directly affecting the affairs of the 
firm or company in which he is employed.’ The Committee took 
the view that, in the light of the foregoing facts, this provision should 
be amended by striking out the words ‘firm’ and ‘company’ and 
substituting the word ‘industry’. They stressed that this proposed 
amendment was in no way as ‘a reflection on the integrity of any 
doUar-a-year men’. 

The Committee finally drew attention to the ‘paradoxical situa- 
tion of the Division of Civilian Supply which speaks for the con- 
sumer and which would therefore be expected to argue for a larger 
supply of civilian commodities, but instead was advocating an all- 
out war effort. The Labor Division, which again might be expected 
to oppose drastic curtailment in view of the great dislocations in 
employment, has also been a constant advocate of an accelerated 
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all-out: conversion. On the other hand, the Bureau of Industr ^ 
Branches, prior to Mr. Guthrie's resignation and the concerted effor | 
of Robert R. Nathan and Mr. Knowlson, consistently advocated . ^ 

policy of temporising, moderation and delay.' The Committc \ 
pointed out tliat ‘the Labor Division is largely staffed by persom 
from the Labor Movement who are on regular Governmentaf 
salaries, the civilian supply division largely by paid personnel, a 
majority being recruited from old line Government agencies, as 
contrasted with the Division of Industry operations and its Bureau 
of Industry Branches which arc largely staffed by dollar-a-yeat 
men from industry.' 

Conclusion 

How far a parallel may be drawn between the United States 
experience and our own is difficult to say. In the British case, fc 
instance, the ‘dual capacity' problem goes somewhat deeper, 
that whole Trade Associations become intimately linked with fr 
Executive. This structure, according to industries, of part of th( 
Government Control may indeed go some way towards explainin 
the slowness in cstablisliing the Regional Boards, so strongly 
advocated by the Select Committee on National Expenditure from ' 
time to time during the last tlirce years. But, despite this and othc^- 
differences, the American experience undoubtedly gives suppo^ 
to the attitude of the Public Accounts Committee in demanding th 
most careful attention to the question. Recent official statements i 
this country have stressed that the war may be long, and, in additio' 
that Government Control must be retained for a considerabi 
period after the war. With the mobihzation of man-power alread) 
at a very high level, further increases in war output can only be 
acliieved by administrative changes witliin the Government 
economic machinery itself An exhaustive examination of die 
question of ‘dual capacity’ is, perhaps, one of the most importan ' 
preludes to such reorganization. 
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